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Chamber  of  Commerce  of  the  United  States  of  America, 

Washington,  D.  C.,  July  11,  1913. 

Hon.  Robert  L.  Owen, 

Chairman  Senate  Committee  on  Banicing  and  Currency, 

Washington,  D.  C. 

Dear  Senator  Owen:  I take  pleasure,  in  accordance  with  our 
recent  conference,  in  handing  you  herewith  a copy  in  typewritten 
form  of  the  report  which  our  committee  on  currency  and  banking 
will  send  to  the  board  of  directors  of  the  chamber,  who  are  to  meet 
in  San  Francisco  on  the  14th  of  this  month. 

This  copy,  as  you  will  notice,  is  not  in  formal  shape.  It  is  one  of 
those  prepared  to  be  mailed  to-night  to  the  other  members  of  the 
committee,  as  they  have  left  the  city. 

As  soon  as  it  is  put  in  more  formal  shape  I shall  be  very  glad  to 
send  to  your  office  as  many  copies  as  you  desire. 

Allow  me  to  again  express  for  our  committee  our  appreciation  of 
your  considerate  attention  to  what  we  had  to  say  to  you  yesterday, 
and  to  express  the  hope  that  our  report  will  prove  helpful  to  you  in 
your  effort  to  relieve  the  present  undesirable  situation. 

Very  sincerely,  yours, 

W.  D.  Simmons, 

Vice  President  of  the  Chamber  and  Chairman  of  the 

Committee  on  Currency  and  Banking. 


Chamber  of  Commerce  of  the  United  States  of  America, 

Washington,  D.  C.,  July  11,  1913. 

Mr.  Harry  A.  Wheeler, 

President  Chamber  of  Commerce  of  the 

United  States  of  America, 

Care  of  Chamber  of  Commerce,  San  Francisco,  Cal. 

Dear  Mr.  Wheeler:  I hand  you  herewith  report  of  the  banking 
^ and  currency  committee,  which  I trust  will  prove  to  be  as  universally 
u acceptable  to  the  board  of  directors  as  it  is  to  each  and  every  member 
j of  the  committee  who  took  part  in  our  two  days’  deliberation  and 
/ thorough  discussion  of  the  Owen-Glass  bill. 

d All  of  the  14  members  of  the  committee  were  at  hand  promptly  at 
the  opening  of  the  first  session  of  the  conference  on  Wednesday 
morning,  and  coming  as  they  did  from  various  sections  of  the  country, 
representing  various  interests,  and  having  studied  the  bill  from  various 
viewpoints,  they  had,  as  would  naturally  be  supposed,  materially 
. differing  views  in  regard  to  the  bill,  generally  and  in  detail. 

At  the  end  of  two  days’  discussion  there  was  so  little  difference  of 
npmion  as  to  the  report  that  should  be  made  by  the  committee  that 
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it  was  exceedingly  gratifying  to  all  present.  This  was  particularly  so 
in  view  of  the  fact  that  the  majority  of  the  committee  are  unusually 
well  informed  in  regard  to  the  theory,  history,  and  practice  of  bank- 
ing, as  well  as  having  very  carefully  studied  the  bill  in  question. 

Our  experience  of  the  last  few  days,  the  result  of  our  discussions  on 
each  and  every  point  of  the  proposed  measure  and  from  almost 
every  angle,  and  our  conference  with  the  chairmen  of  the  committees 
of  Congress  having  this  measure  in  charge,  have  led  me  to  be  firmly 
convinced  that,  given  the  same  opportunity  for  interchange  of  ideas 
and  thorough  study  of  the  entire  situation,  the  possibilities  as  well 
as  the  ideals,  the  vast  majority  of  business  men  and  bankers  in  this 
country  would  coincide  with  our  views  and  accept  our  conclusions  as 
being  sound  and  wise  under  the  circumstances  and  as  being  most  likely 
to  facilitate  definite  progress  in  the  correcting  in  our  banking  and 
currency  system  those  elements  which  so  seriously  need  adjustment 
just  at  this  time. 

If  it  is  possible,  as  we  believe  it  is,  to  obtain  in  the  near  future  the 
passage  of  a measure  which  will  to  a very  large  degree  relieve  the 
situation  and  at  the  same  time  make  a long  step  forward  m the  direc- 
tion of  permanent  improvement,  it  would,  it  seems  to  us,  be  foolish 
m the  extreme  to  take  any  action  which  could  only  result  in  destroy- 
mg  any  possibility  of  such  relief  for  a long  time  to  come. 

That  is  the  conclusion  that  we  have  all  reached,  including  those 
who  came  to  the  meeting  with  contrary  views  to  a very  marked  degree. 
That  is  the  spirit  in  which  we  recommend  that  the  business  men  and 
bankers  of  the  country  generally  address  themselves  to  this  question, 
because  if  they  do  that  with  the  care  and  thoroughness  with  which 
we  have  endeavored  to  reach  our  conclusions,  we  believe  their  con- 
clusions will  be  so  nearly  in  harmony  with  those  expressed  in  this 
report  as  to  make  it  possible  for  the  business  men  and  bankers  of  the 
country  to  unite  in  supporting  these  recommendations,  and  we  believe 
that  such  united  action  will  prove  to  have  been  most  effective  help 
in  bringing  about  the  enactment  of  a measure  dhat  will  enable  us  to 
go  on  and  do  business  in  this  country  with  freedom  and  safety. 

Yours,  truly, 

W.  D.  Simmons,  Yice  President. 


Report  or  the  Committee  on  Currency  and  Banking — The 
Owen-Glass  Currency  Bill. 

Washington,  D.  C.,  July  10,  1013. 
To  the  hoard  of  directors  of  the  Chamber  of  Commerce  of  the  United 

States  of  America. 

Gentlemen:  Your  committee  on  currency  and  banking  has  com- 
pleted an  examination  of  the  Owen-Glass  banking  and  currency 
measure  in  all  its  essential  phases  and  has  also  weighed  the  same  in 
its  entirety  as  a practical  instrument  of  Government  regulation  and 
control.  It  regards  the  measure  as  a piece  of  constructive  legisla- 
tion and  believes  that  it  embodies  in  a large  degree  elements  neces- 
sary to  provide  the  nation  with  a safe  currency  and  banking  system. 

In  view  of  the  fact  that  the  framers  of  the  measure  invite  friendly 
criticism  and  suggestion,  we  are  prompted  to  point  out  wherein  the 
proposed  act  may  be  materially  improved  and  strengthened.  In 
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doing  so  we  have  aimed  to  confine  ourselves  to  salient  and  essential 
features  only.  For  convenience  our  suggestions  are  grouped  as 
follows: 

I.  Control  and  management. 

II.  Creation  of  the  reserve-bank  system. 

III.  Note  issues  and  discounts. 

IV.  Miscellaneous. 

In  order  that  the  members  of  the  chamber  may  readily  follow  this 
report,  we  append  to  it  a copy  of  H.  R.  6454  (introduced  in  the 
House  of  Representatives  by  Mr.  Glass,  June  26,  1913)  and  refer  to  it 
by  section,  page,  and  line. 

OUTLINE  OF  CHIEF  FEATURES  OF  THE  BILL. 

In  general  the  bill  provides  for  the  gradual  retirement  of  the  present 
issue  of  national-bank  notes  which  are  secured  by  Government  bonds 
and  for  the  issue  of  Federal  reserve  Treasury  notes  secured  in  the 
main  by  the  deposit  of  commercial  paper,  and  divides  the  United 
States  into  sections,  establishing  in  them  Federal  reserve  banks  under 
the  control  of  a Federal  reserve  board  of  seven  appointed  by  the 
President  of  the  United  States. 

The  Secretary  of  Agriculture,  the  Secretary  of  the  Treasury,  and 
the  Comptroller  of  the  Currency  are  specifically  named  as  three  of 
the  seven  constituting  the  Federal  reserve  board.  The  other  mem- 
bers are  to  be  appointed  at  large  by  the  President  with  the  consent 
of  the  Senate  and  to  hold  office  for  eight  years. 

This  Federal  reserve  board  has  the  power  to  create  Federal  reserve 
districts  and  establish  a Federal  reserve  bank  in  each  district.  All 
the  national  banks  are  required  to  subscribe  20  per  cent  of  their 
capital  stock  to  the  capital  of  such  a Federal  reserve  bank,  paying 
in  one-half  of  their  subscriptions.  The  directors  of  each  Federal 
reserve  bank  are  to  be  nine  in  number — three  bankers  and  three 
nonbankers  elected  by  the  member  banks,  and  three  appointed  by 
the  Federal  reserve  board,  one  of  whom  it  designates  to  be  chairman 
of  the  board  of  directors  as  well  as  to  be  the  agent  of  the  Federal 
reserve  board.  These  Federal  reserve  banks,  except  in  matters  of 
foreign  exchange,  deal  only  with  the  member  banks,  supplying  them 
with  currency  and  accepting  their  deposits  as  reserves.  Each  Fed- 
eral reserve  bank  may  discount  for  its  member  banks  their  commer- 
cial paper  indorsed  by  them,  through  this  operation  supplying  the 
currency  provided  for  in  the  bill. 

The  recommendations  we  desire  to  submit  for  your  consideration 
and  approval,  to  be  submitted  eventually  to  Congress,  are  as  follows: 

I.  CONTROL  AND  MANAGEMENT. 

As  the  principle  of  Government  control  so  strongly  dominates  the 
proposed  legislation  for  banking  and  currency  reform  and  is  regarded 
as  essential  by  the  administration,  suggestion  will  be  largely  limited 
to  means  of  developing  and  maintaining  the  highest  efficiency  in  that 
control. 

The  Federal  reserve  board  must  be  able  to  gauge  the  broad  eco- 
nomic aspects  of  domestic  and  foreign  trade  and  their  relation  to 
industry,  commerce,  and  banking  in  this  country.  This  demands  the 
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highest  quality  of  management,  experience  in  business  and  banking, 
and  a knowledge  of  both  theory  and  practice. 

The  bill  provides  for  a board  of  seven,  of  whom  at  least  one  shall 
have  had  banking  experience.  This  element  of  banking  experience 
can  be  strengthened  without  weakening  the  element  of  public  con- 
trol. We  therefore  suggest  that  the  Federal  reserve  board  be 
increased  to  nine;  that  the  original  seven  shall  choose  two  additional 
members  subject  to  the  approval  of  the  President,  and  that  the  board 
thus  constituted  shall  elect  the  governor  and  the  vice  governor  of  the 
Federal  reserve  board. 

The  members  of  the  Federal  reserve  board  should  be  the  equals,  in 
point  of  character,  ability,  and  experience,  of  the  principal  banking 
officers  of  this  country  and  Europe.  The  question  of  compensation 
should  therefore  have  the  serious  consideration  of  Congress.  The 
compensation  of  the  governor  and  the  vice  governor  should  be  fixed 
by  the  board.  While  men  of  requisite  qualifications  might  be  found 
who  would  be  satisfied  with  a moderate  salary  in  such  positions,  what 
is  wanted  is  the  highest  quality  of  service. 

In  dignity  the  Federal  reserve  board  should  rank  with  the  Supreme 
Court,  and  it  should  be  equally  free  from  any  suspicion  of  political 
control.  This  is  also  in  accordance  with  the  best  banking  experience 
and  practice  in  all  parts  of  the  world. 

There  should  be  some  definite  and  well-developed  method  of 
voicing,  for  the  consideration  of  the  Federal  reserve  board,  the  judg- 
ment of  the  banking  and  business  interests  of  the  country,  in  order 
that  the  board  may  be  kept  in  constant  touch  with  business  condi- 
tions and  trade  requirements  everywhere.  We  therefore  suggest  the 
organization  of  a Federal  reserve  council,  elected  by  and  representing 
the  directors  of  the  Federal  reserve  banks  and  serving  in  an  advisory 
capacity.  This  council  should  meet  at  stated  periods  in  conference 
with  the  Federal  reserve  board.  Its  president  and  vice  president 
should  reside  in  Washington  and  sit  at  the  meetings  of  the  board,  but 
without  vote.  The  compensation  of  the  officers  and  members  of  the 
council  should  be  fixed  and  paid  by  the  Federal  reserve  banks. 

II.  CREATION  OF  THE  RESERVE  BANK  SYSTEM. 

In  important  districts  wherein  are  cities  naturally  qualified  by 
geographical  location,  by  centralized  transportation  facilities  and  by 
common  trade  interests,  to  be  reserve  centers,  there  is  as  yet  an 
insufficient  aggregate  of  banking  capital  to  permit  the  establishment 
of  Federal  reserve  banks  under  the  requirements  of  a 10  per  cent 
investment  and  of  a minimum  capital  of  $5,000,000.  In  other  dis- 
tricts the  capital  requirement  may  be  so  barely  met  that  a reserve 
bank  so  capitalized  would  be  far  inferior  in  capital  and  resources  to 
several  of  the  now  existing  local  banks.  If  the  newly  formed  Federal 
reserve  banks  are  to  have  the  desired  potency  in  the  foreign  exchange 
movements  by  which  the  world’s  supply  of  gold  is  to  be  made  an 
effective  factor  in  securing  stability  for  our  commerce  and  banking, 
they  must  be  universally  recognized  as  at  least  equal  to  their  com- 
petitors in  this  field.  It  would  be  fatal,  in  our  judgment,  to  the 
success  of  this  important  element  of  the  plan,  were  they  to  be  petty 
by  comparison  with  some  of  the  local  banks  who  are  their  constituent 
members. 
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After  a careful  study  of  this  subject,  therefore,  we  are  led  to  the 
belief — 

(1)  There  is  danger  of  confusion  and  possible  disaster  as  the  result 
of  the  sudden  shifting  of  credit  balances  and  reserves  which  would 
occur  with  the  establishment  of  an  arbitrary  increase  in  the  number 
of  reserve  centers  at  any  one  time. 

(2)  It  is  important  that  the  clearing  principle  provided  in  the  pro- 
posed measure  should  be  gradually  and  judiciously  developed. 

(3)  In  the  creation  of  a system  of  Federal  reserve  banks  a beginning 
should  be  made  with  the  present  central  reserve  cities,  additions  to 
be  made  by  the  Federal  reserve  board  gradually  as  in  their  judgment 
conditions  warrant  them.  Meanwhile  the  facilities  required  by  other 
centers  could,  in  our  judgment,  be  adequately  supplied  by  branches. 

III.  NOTE  ISSUES  AND  DISCOUNTS. 

The  committee  suggests  two  changes  in  section  13,  page  19,  regard- 
ing rediscounts.  At  the  end  of  paragraph  1,  acceptances  authorized 
by  the  act”  are  placed  in  the  list  with  lawful  money,  national-bank 
notes.  Federal  reserve  notes,  and  checks  and  drafts  upon  solvent 
banks  as  funds  which  must  be  accepted  on  deposit  by  Federal  reserve 
banks.  We  think  this  must  represent  an  oversight  since  it  is  obvious 
that  while  such  acceptances  may  be  objects  of  discount  they  can  not 
be  regarded  as  cash. 

Lines  21-24,  paragraph  2,  section  13,  place  promissory  notes^secured 
by  bonds  on  the  same  plane  with  commercial  paper  as  a basis  for  loans 
and  currency  issues.  We  understand  that  this  was  not  the  intention 
of  the  framers  of  the  bill  and  we  therefore  suggest  the  following  change 
in  wording  to  prevent  the  possibility  of  such  interpretation:  substi- 
tute for  lines  21-24,  after  the  word  securities,”  the  following:  ^^but 
it  shall  include  obligations  issued  by  the  United  States  or  by  any 
State,  county,  or  municipality  in  the  United  States  and  maturing  in 
not  more  than  six  months.” 

Page  24,  section  17,  provides  for  a limitation  on  the  issue  of  Federal 
reserve  notes  to  $500,000,000  plus  the  amount  of  national-bank  notes 
that  may  be  retired  under  the  provisions  of  Section  20.  It  seems  to  the 
committee  that  such  a limitation  is  unnecessary  and  undesirable J 
unnecessary  because  if  the  notes  be  issued  against  commercial  paper 
only  and  their  automatic  redemption  be  provided  for  there  can  be 
no  danger  of  redundancy  and  inflation,  to  prevent  which  this  limi- 
tation obviously  was  imposed  ; and  undesirable  because  at  the  present 
rate  of  increase  of  our  population  and  production  the  additional 
$500,000,000  of  currency  would  be  absorbed  into  permanent  circu- 
lation in  a few  years  and  the  elasticity  which  it  is  the  purpose  of  this 
measure  to  secure  would  be  rendered  impossible.  The  bill  states 
notes  shall  purport  on  their  face  to  be  obligations  of  the  United, 
States,”  and  provision  is  made  for  their  redemption  either  by  the 
Treasury  or  by  Federal  reserve  banks,  although  they  are  to  be  issued 
solely  for  the  purpose  of  making  advances  to  banks,  and  are  thus 
definitely  correlated  with  trade  requirements,  covered  for  the  most 
part  by  commercial  paper  and  protected  in  any  event  by  bank 
reserves. 

The  admininstration  is  in  favor  of  a Government  currency,  pre- 
sumably because  it  wants  it  to  be  of  the  best  quality,  and  not  involv- 
ing anything  of  a fiat  nature.  This  attitude,  however,  is  likely  to  be 
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misunderstood  because  of  our  historic  experience  with  Continental 
currency  and  greenbacks,  and  future  administrations  may  have  a 
different  conception  of  the  principle  involved. 

Your  committee  believes  that  the  assumption  of  an  obligation  by 
the  Government  to  redeem  Federal  reserve  notes  at  the  Treasury 
ruight  in  critical  times  seriously  embarrass  the  Treasury.  Such  a pro- 
vision is  unnecessary,  since  the  requirement  of  payment  on  demand 
at  all  Federal  reserve  banks  is  ample  provision  for  redemption.  Inas- 
much as  the  Federal  reserve  banks  are  to  be  Government  depositories, 
the  money  for  redemption  must  in  any  case  be  supplied  by  them. 
The  safety  of  such  notes  is  fully  provided  for,  since  they  are  a first  lien 
on  the  assets  of  all  Federal  reserve  banks  and  since  their  ultimate 
payment  is  guaranteed  by  the  Government  in  case  these  assets  should 
prove  inadequate. 

With  the  changes  herein  suggested  the  first  paragraph  would  read 
as  follows  (p.  24,  lines  1-19,  inclusive,  sec.  17,  note  issues): 

That  an  issue  of  Federal  reserve  notes  is  hereby  authorized. 

The  said  notes  shall  bear  on  their  face  the  guaranty  of  the  United  States  and  shall 
be  issued  at  the  discretion  of  the  Federal  reserve  board  and  solely  for  the  purpose  of 
supplying  currency  to  Federal  reserve  banks,  as  hereinafter  set  forth.  They  shall  be 
receivable  for  all  taxes,  customs,  and  other  public  dues,  and  shall  be  redeemed  in 
gold  on  demand  at  any  Federal  reserve  bank. 

On  page  26,  line  5,  the  bill  allows  the  Federal  reserve  board  to 
charge  interest  on  notes  supplied  to  the  Federal  reserve  banks.  This 
provision  copies  the  unfortunate  idea  of  the  Aldrich-Vreeland  Act  of 
1908.  The  borrower  whose  business  requires  the  use  of  currency 
should  not  be  taxed  if  the  borrower  whose  facilities  enable  him  to 
use  his  own  checks  is  not  to  be  so  taxed.  In  effect  the  tax  thus 
imposed  by  this  bill  falls  on  those  who  must  meet  pay  rolls  and  also 
on  country  districts  where  currency  is  most  used,  while  in  financial 
centers  large  borrowers  who  pay  by  check  would  not  be  affected. 
The  committee  respectfully  objects  to  this  part  of  the  bill  as  dis- 
criminating against  some  borrowers  while  not  at  all  preventing  infla- 
tion by  others  who  can  use  checks  in  their  transactions. 

In  order  to  obtain  the  desired  elasticity  of  the  currency,  to  prevent 
inflation,  and  to  force  the  notes  back  when  not  needed  by  the  public, 
instead  of  a tax  on  the  notes  which  is  really  paid  by  the  borrowing 
public  and  not  by  the  bank,  it  is  suggested  that  the  end  desired  can 
be  effectively  accomplished  by  giving  the  notes  an  identifying  num- 
ber indicating  the  Federal  reserve  bank  on  whose  behalf  they  are 
issued  and  by  making  it  unlawful  for  any  Federal  reserve  bank  to 
pay  out  any  notes  but  its  own. 

Inflation  of  credit,  whether  in  the  form  of  currency  or  deposit 
accounts,  can  be  checked  only  at  its  source,  namely,  the  counters  of 
the  lending  banks,  and  for  this  puroose  the  Federal  reserve  board  is 
properly  given  power  to  check  inflation  through  its  control  of  the 
rate  of  interest  at  which  loans  may  be  made  by  the  Federal  reserve 
banks. 

It  seems  also  to  your  committee  that  the  Federal  reserve  banks 
should  mutually  guarantee  the  notes  issued  on  their  behalf  by  the 
Federal  reserve  board,  and  to  this  end  we  suggest  that  line  9,  page 
26,  be  changed  so  as  to  read  ^‘combined  assets  of  all  the  Federal 
reserve  banks.’ ^ 
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IV.  MISCELLANEOUS. 

We  recommend — 

(a)  That  the  wording  of  the  bill  be  so  revised  as  to  leave  no  doubt 
m regard  to  the  power  or  authority  that  is  intended  to  be  given  to 
the  Federal  reserve  agents  who  are  to  be  designated  by  the  Federal 
board  as  chairmen  of  the  boards  of  directors  of  the  respective  Federal 
reserve  banks,  and  that  it  be  made  entirely  clear  that  these  agents 
are  not  to  relieve  the  directors  of  any  of  their  responsibilities  or  in 
any  manner  supersede  them  in  authority  or  in  the  management  of 
the  bank’s  affairs. 

(b)  That  statements  of  each  Federal  reserve  bank  and  a consoli- 
dated statement  of  all  Federal  reserve  banks  be  made  and  published 
weekly. 

(c)  That  the  bill  shall  specifically  authorize  each  Federal  reserve 
bank  to  make  deposits  in  and  discounts  for  any  other  Federal  reserve 
bank. 

(d)  The  bill  provides  (sec.  4,  p.  5,  lines  4-7,  inclusive)  that  the 
charters  of  the  Federal  reserve  banks  by  it  incorporated  shall  expire 
20  years  from  their  organization  unless  sooner  dissolved  by  act  of 
Congress.  It  makes  no  provision  for  a renewal  of  the  charters  of 
these  institutions.  It  might  perhaps  be  that  through  a deadlock  in 
Congress,  or  from  other  reasons,  legislation  designed  for  the  continu- 
ance of  banking  operations  might  fail,  under  which  circumstances  the 
complex  and  delicate  fabric  of  our  national  finance  and  credit  would 
go  to  pieces.  We  recommend,  therefore,  that  the  phrases  be  so 
amended  as  to  provide  for  the  automatic  continuance  of  the  estab- 
lished banking  system  until  superseded  by  new  legislation. 

(e)  Under  the  provisions  of  the  bill  (p.  11,  sec.  7,  lines  8-22,  inclu- 
sive) the  net  earnings  of  the  Federal  reserve  banks,  after  providing 
for  5 per  cent  cumulative  dividends  on  the  capital  stock  and  for  the 
accumulation  of  a surplus  of  20  per  cent,  are  to  go  to  the  United 
States.  In  our  judgment  it  would  be  desirable  to  use  these  surplus 
earnings,  first,  for  the  establishment  of  a safety  fund  to  take  the 
place  of  the  Government’s  guaranty  of  the  notes,  the  excess  after 
providmg  for  the  establishment  and  maintenance  of  such  fund  to  be 
devoted  to  the  gradual  liquidation  of  the  existing  demand  obligations 
of  the  United  States. 

(/)  That  on  page  16,  section  11,  line  11,  the  words  Secretary  of 
the  Treasury  and”  be  stricken  out,  since  the  Secretary  of  the  Treasury 
is  a member  of  the  Federal  reserve  board  under  whose  supervision 
the  governor  of  said  board  shall  be  its  active  managing  officer.” 

(g)  That  there  be  inserted,  on  page  21,  section  15,  line  18,  after  the 
word  ‘^banks’’  the  word  “firms”  and  after  the  words  “bankers’  bills” 
the  words  “prime  bills.” 

(h)  That  the  term  “short-time  obligations”  as  used  in  section  15, 
page  22,  line  1,  shall  be  defined  as  being  obligations  maturing  within 
one  year. 

(i)  Section  16,  page  23,  lines  10  to  12:  That  the  apportionment  of 
“ the  funds  of  the  Government  among  the  said  Federal  reserve  banks” 
by  the  Secretary  of  the  Treasury  shall  be  made  at  the  request  or 
recommendation  of  the  Federal  reserve  board,  since  such  distribution 
constitutes  a distinctly  economic  problem. 
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Various  questions  in  addition  to  those  referred  to  in  this  report 
have  no  doubt  arisen  in  the  minds  of  many  business  men  and  bankers. 
Some  of  these  have,  after  being  thoroughly  considered  in  all  of  their 
many  bearings,  become  minimized  or  have  lost  their  force  entirely 
Others  we  have  found  have  been  noted  for  amendment  by  the  framers 
of  the  measure;  hence  their  omission  from  this  report.  We  believe 
that  no  essential  feature  has  failed  of  thorough  consideration. 

Suggestions  of  minor  changes  will  be  conveyed  to  the  committees 
of  the  House  and  Senate  by  direct  communication. 

Respectfully  submitted. 

Wallace  D.  Simmons, 

Chairman  Currency  and  Banicing  Committee  and 

Vice  President  of  the  Chamber  of  Commerce 

of  the  United  States  of  America. 


George  William  Bruce, 
Irving  T.  Bush, 

John  W.  Craddock, 
Allen  Cucullu, 

John  V.  Far  well, 
Edmund  D.  Fisher, 

E.  D.  Hulbert, 


Joseph  French  Johnson, 

J.  Lawrence  Laughlin, 
George  A.  Mahan, 

J.  M.  Miller, 

Edward  D.  Page, 

William  A.  Scott, 

Members  of  Committee. 


Comments  on  Senate  Bill  No.  2639,  Submitted  by  Members  of 

THE  Currency  Committee  of  the  American  Bankers’  Asso- 
ciation, Modified  to  Conform  to  Present  Print. 

Page  1,  section  1,  between  lines  4 and  5,  insert:  ‘'The  word  ‘bank/ 
and  the  terms  ‘subscribing  bank,’  ‘member  bank,’  and  ‘stockholder 
bank’  shall  include  banks  and  trust  companies  and  other  institutions 
eligible  for  membership  in  a Federal  reserve  bank.” 

Throughout  the  bill  there  appears  frequently  the  words  “national 
bank”  and  “subscribing  bank,”  and  in  nearly  every  instance  the 
words  “trust  company”  are  entirely  omitted.  To  save  the  necessity 
of  making  frequent  corrections  throughout  the  bill  the  definition  of 
the  word  “bank,”  as  understood  herein,  is  provided  for  by  this  clause. 

Page  2,  line  12,  omit  the  word  “national”  and  substitute  therefor 
the  word  “member.” 

Page  2,  line  24,  after  the  word  “not,”  omit  the  word  “less”  and 
substitute  in  lieu  thereof  the  word  “more.” 

As  one  of  the  main  objects  to  be  attained  is  a greater  concentration 
and  mobility  of  reserves  and  cohesive  action,  we  are  of  the  opinion 
that  the  smallest  number  possible  of  Federal  reserve  banks  would  be 
the  most  desirable,  and  as  we  believe  that  12  would  be  adequate  under 
the  provision  permitting  of  as  many  branches  as  may  be  necessary,  and 
in  view  of  the  fact  that  the  Federal  reserve  board  has  the  privilege 
of  establishing  from  time  to  time  as  many  more  Federal  reserve  banks 
as  may  be  necessary,  we  believe  it  advisable  to  limit  the  initial  num- 
ber to  not  more  than  12. 

Page  6,  line  10,  omit  the  word  “national”  and  substitute  therefor 
the  word  “member.” 

As  trust  companies  and  banks  are  permitted  under  the  law  to 
become  subscribers  to  the  Federal  reserve  banks,  and  as  reference 
has  been  made  only  to  national  banks,  the  word  “national”  is  stricken 
out  and  the  general  word  “member”  substituted  therefor  in  order  to 
include  all  classes  of  banks  eligible  to  membership. 

Page  7,  line  25,  after  the  word  “whom,”  insert  the  word  “it,”  and 
after  the  word  “shall”  the  word  “designate,”  and  omit,  after  the 
word  “designate,”  the  word  “be.” 

Page  8,  strike  out  lines  1 and  2 and  line  3 down  to  and  including 
the  word  “designated.” 

In  line  3,  page  8,  after  the  words  “as  Federal  reserve  agent”  add 
the  following : “who  shall  be  a citizen  of  the  district  in  which  said 
Federal  reserve  bank  to  which  he  is  appointed  is  located.” 

On  page  8 strike  out  lines  4 and  5 and  the  syllable  “ed”  on  line  6. 
Commence  the  sentence,  line  6,  beginning  with  the  word  “He,” 
with  a capital  instead  of  a small  letter. 

As  we  understand,  the  president  or  governor  of  the  Federal  reserve 
bank  shall  be  chosen  by  its  directors.  The  modification  is  suggested 
to  avoid  any  possible  confusion  of  authority  between  the  jiresident  or 
governor  and  the  Federal  reserve  agent.  Believing  that  serious 
responsibilities  devolve  upon  the  Federal  reserve  agent,  we  have  sug- 
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gested  that  such  agent  shall  be  a citizen  of  the  district  in  which  the 
Federal  reserve  bank  to  which  he  is  appointed  is  located,  the  reasons 
for  which  are  obvious. 

Page  8,  line  20,  omit  the  word  ^‘chairman’’  and  substitute  therefor 
the  word  ‘‘president.”' 

The  reason  is  self-evident. 

Page  9,  line  8,  omit  the  word  “chairman”  and  insert  in  lieu  thereof 
the  words  “Federal  reserve  agent.” 

Reason  obvious. 

Page  11,  line  11,  omit  the  word  “five”  and  substitute  therefor  the 
word  “six.” 

The  act  provides  that  after  the  dividend  which  may  be  agreed 
upon  shall  have  been  paid  a surplus  of  20  per  cent  shall  be  accu- 
mulated, the  effect  of  which  will  give  to  the  stock  of  the  bank  a 
book  value  within  probably  a very  short  time  of  SI 20  per  share, 
and  which  price  all  banks  coming  in  thereafter  will  be  required  to 
pay  therefor.  The  increased  dividend  from  5 to  6 per  cent  which  we 
suggest  would,  when  the  stock  of  the  bank  is  worth  120,  only  net 
to  such  subscribers  thereto  a rate  of  5 per  cent  on  the  amount  of  the 
investment,  which  is  scarcely  adequate. 

Page  11,  line  21,  omit  the  word  “five”  and  substitute  therefor  the 
word  “six.” 

In  view  of  the  change  in  line  18,  the  reason  is  obvious. 

Page  11,  after  line  22  and  before  line  23 : It  is  suggested  for  your  con- 
sideration the  advisability  of  providing  in  the  act  the  use  of  all  excess 
earnings  for  the  purchase  of  gold  to  be  added  to  the  reserve  of 
8150,000,000  now  held  against  the  outstanding  greenbacks  and 
Treasury  notes. 

Page  12,  strike  out  line  10,  commencing  with  the  word  “any,” 
and  all  of  lines  11,  12,  13,  14,  15,  16,  and  17. 

If  this  bill  is  enacted  into  law,  with  the  modifications  suggested,  it 
is  believed  that  the  advantages  to  banks  will  be  sufficient  to  induce 
their  becoming  shareholders  in  the  Federal  reserve  banks  without 
the  necessity  of  any  compulsory  requirement,  and  the  advantage  of 
avoiding  the  appearance  of  coercion  is  apparent. 

Page  15,  line  16,  strike  out  the  word  “seven”  and  substitute 
therefor  the  word  “eleven.” 

Page  15,  after  line  20,  add  the  following:  “Four  appointed  by  the 
President  of  the  United  States  from  a list  composed  of  one  from  each 
district,  chosen  by  the  respective  electors  thereof.” 

Page  15,  line  23,  change  the  figures  “$10,000”  to  the  figures 
“$15,000.” 

Page  16,  line  2,  after  the  word  “thus,”  omit  the  word  “appointed” 
and  substitute  therefor  the  word  “chosen.” 

Page  16,  line  2,  after  the  word  “President,”  add  the  words  “with 
the  advice  and  consent  of  the  Senate.” 

Page  16,  line  3,  after  the  word  “one”  and  before  the  word  “shall,” 
insert  the  words  “of  whom.” 

Page  16,  line  3,  omit  the  word  “and.” 

Page  16,  line  7,  after  the  word  “President,”  insert  “Of  the  four  ap- 
pointed by  the  President  from  the  list  submitted  by  the  electors,  one 
shall  serve  for  two,  one  for  four,  one  for  six,  and  one  for  eight  years, 
and  thereafter  each  member  so  appointed  shall  serve  for  a term  of 
eight  years.” 
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If  this  bill  is  enacted  into  law  with  the  modifications  suggested,  it 
is  believed  that  the  advantages  to  banks  will  be  sufficient  to  induce 
their  becoming  shareholders  in  the  Federal  reserve  banks  without 
the  necessity  of  any  compulsory  requirement  and  the  advantage  of 
avoiding  the  appearance  of  coercion  is  apparent. 

In  view  of  the  fact  that  the  banks  are  contributing  the  entire  capital 
stock  of  the  Federal  reserve  banks  and  are  to  deposit  therein  a large 
part  of  their  reserve,  it  is  extremely  doubtful  whether  a sufficient 
number  to  make  the  plan  operative  would  enter  the  system  without 
representation.  The  fear  of  political  management,  whether  justified 
or  not,  would  have  a restraming  influence.  The  conservative  spirit 
of  bankers  would  tend  to  prevent  their  turning  over  20  per  cent  of 
their  capital  and  the  large  amount  of  reserve  deposits  without  a voice 
in  the  management.  We  have,  therefore,  suggested  the  increase  of  the 
board  membership  from  seven  to  eleven,  of  which  three  are  Cabinet  offi- 
cers, and  therefore  presidential  appointees ; four  are  appointed  directly 
by  the  President,  with  the  consent  and  approval  of  the  Senate,  and 
four  also  by  the  President  from  a list  submitted  by  the  electors. 

Aside  from  the  fairness  and  justice  of  this  representation,  we  are  of 
the  opinion  that  it  will  remove  a serious  cause  of  objection  that 
would  be  raised  by  a great  number  of  banks  and  probably  of  busineee 
men  throughout  the  country. 

As  practical  bankers,  we  are  doubtful  of  the  ability  to  secure  the 
services  of  men  of  the  requisite  standing,  experience,  and  general 
qualifications  necessary  to  fill  a position  of  such  responsibility  and 
importance  at  the  salary  of  $10,000  named  in  the  bill. 

Page  16,  line  7,  strike  out  the  word  ‘‘four’’  and  substitute  therefor 
the  word  “eight.” 

Page  16,  lines,  strike  out  the  word  “appointed”  and  insert  “chosen.” 

On  page  16,  line  10,  strike  out  the  words  “subject  to  the  super-” 
and  in  line  11,  “vision  of  the  Secretary  of  the  Treasury  and  board.” 

On  page  16,  line  12,  strike  out  the  words  “of  the  Federal  reserve 
board,”  and  add  after  the  word  “officer”  the  word  “thereof.” 

Page  16,  at  end  of  line  12,  add  “and  he  may  be  removed  by  a vote 
of  the  majority  of  the  board  with  the  approval  of  the  President.” 

Inasmuch  as  the  governor  of  the  Federal  reserve  board  will  have 
many  important  transactions  with  the  Secretary  of  the  Treasury 
representing  the  Government,  it  is  deemed  by  Us  to  be  unwise  to 
have  the  Secretary  of  the  Treasury  placed  in  the  attitude  of  con- 
trolling or  supervising  the  action  of  the  representative  of  the  Federal 
reserve  board,  with  whom  he  would  deal,  and  especially  do  we  be- 
lieve this  because  of  the  fact  that  the  Secretary  of  the  Treasury 
will  be  able  to  wield  whatever  influence  may  be  proper  or  necessary 
through  his  membership  on  the  Federal  reserve  board. 

Permanence  and  stability  are  so  vital  to  our  financial  and  commer- 
cial welfare  that  it  is  believed  the  right  of  arbitrary  dismissal  of  the 
governor  of  the  Federal  reserve  board  by  the  President  should  not  be 
placed  in  the  hands  of  one  man,  even  though  he  be  the  President  of 
the  United  States.  The  suggested  limitation  of  the  President’s 
power  is  relatively  slight,  since  the  majority  of  the  board  are  his 
direct  appointees. 

Page  17,  between  lines  13  and  14,  insert  the  following:  “When- 
ever a vacancy  shall  occur  among  the  four  members  appointed  by  the 
President  from  the  list  submitted  by  the  electors  of  the  Federal 
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reserve  banks  a successor  shall  be  appointed  by  the  President  from  a 
new  list  of  names  prepared  for  that  purpose  to  fill  such  vacancy,  and 
when  chosen  shall  hold  office  for  the  unexpired  term  of  the  member 
whose  place  he  is  expected  to  fill.’^ 

In  view  of  the  recommended  addition  of  four  to  the  board,  this 
suggestion  merely  provides  a means  of  filling  a vacancy  should  one 
occur. 

Page  18,  line  6,  omit  the  words  'h^equhe  or  on  application  to.’’ 

Page  18,  line  18,  strike  out  all  after  the  word  ^^act  ” and  all  of  lines 
19  and  20. 

Inasmuch  as  we  can  not  conceive  of  a condition  which  would  make 
it  necessary  to  make  the  discounting  by  one  Federal  reserve  bank  for 
another  compulsory,  we  suggest  its  elimination  to  prevent  what  we 
believe  would  be  serious  criticism. 

Page  19,  line  13,  after  the  word  ‘^exchange”  and  before  the  word 
‘^arising,”  insert  the  words  ‘ffiavmg  not  more  than  45  days  to  run 
and.” 

Page  19,  line  24,  strike  out  all  of  the  Ime,  except  the  word  States,” 
and  all  of  lines  25  and  26. 

The  suggested  changes  would  tend  to  eliminate  ambiguity. 

On  page  20,  line  13,  after  the  word  ‘‘and,”  strike  out  the  words 
“which  mature  in”  and  insert  in  lieu  the  words  “drawn  at.”  In 
line  14,  same  page,  after  the  word  “than,”  insert  the  words  “six 
months’  sight”  and  strike  out  the  words  “ninety  days.” 

Longer  bills  than  those  specified  are  necessary  in  order  to  be  in  posi- 
tion to  handle  oriental  bills,  the  usual  tenor  of  which  is  at  six  months. 

Page  21,  after  line  4 and  before  line  5,  insert  the  followin  “Fed- 
eral reserve  banks  shall  have  the  right  to  transact  with  each  other 
all  the  business  permitted  in  this  act,  without  limitation  as  to 
amount,  under  such  rules  and  regulations  as  may  be  prescribed  by 
the  Federal  reserve  board.” 

Under  the  duties  of  the  Federal  reserve  board,  paragraph  B,  they 
may  permit  Federal  reserve  banks  to  rediscount  the  paper  of  any 
other  Federal  reserve  bank.  It  is  therefore  suggested  as  being 
desirable  that  among  the  powers  of  Federal  reserve  banks  the  right 
to  carry  on  such  transactions  should  likewise  be  stipulated,  explain- 
ing more  fully  what  these  rights  are,  and  providing  for  proper  regu- 
lations by  the  Federal  reserve  board. 

Page  22,  line  22,  strike  out  the  word  “which,”  and  insert  after 
“transactions”  the  word  “and.” 

Page  22,  line  23,  strike  out  the  words  “have  not  exceeding  ninety 
days  to  run”  and  insert  the  words  “drawn  at  six  months’  sight.” 

'Note. — Issues:  Section  17:  Strike  out  the  whole  of  section  17, 
page  24,  and  substitute  the  following: 

The  issue  is  hereby  authorized  of  Federal  reserve  Treasury  notes,  which  shall 
purport  on  their  faces  to  be  the  obligations  of  the  United  States,  and  shall  be  re- 
ceivable for  all  taxes,  customs,  and  other  public  dues.  The  Federal  reserve  board 
shall  prepare  and  keep  on  hand  an  adequate  supply  of  such  notes  and  shall  issue 
them  in  the  manner  hereinafter  provided  to  the  Federal  reserve  banks.  Such  notes 
issued  to  any  Federal  reserve  bank  shall  bear  the  respective  number  designating  the 
district  in  which  such  Federal  reserve  bank  is  located. 

No  Federal  reserve  bank  nor  any  of  its  branches  shall  pay  out  any  Federal  reserve 
Treasury  notes  not  bearing  the  designating  number  of  that  particular  district.  Such 
notes  bearing  the  designating  number  of  any  other  district  which  come  into  the 
possession  of  a Federal  reserve  bank  or  any  of  its  branches  shall  be  mutilated  to 
prevent  their  further  use,  charged  to  the  account  of  the  Federal  reserve  bank  whose 
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designating  number  they  bear,  and  forwarded  to  it  for  credit,  if  preferred,  for  payment 
in  gold  or  other  lawful  money. 

The  Federal  reserve  banl  s shall  forthwith  deliver  to  the  local  Federal  reserve  agent 
such  redeemed  notes  and  shall  thereby  cancel  pro  rata  its  obligations  to  account  to 
the  Federal  reserve  board  for  all  such  notes  issued  to  it. 

A Federal  reserve  bank  shall  receive  Federal  reserve  Treasury  notes  i:pon  filing 
application  with  the  Federal  reserve  board,  through  the  local  Federal  reserve  agent, 
accompanied  by  a statement  of  its  condition,  provided  that  such  statement  is  cer- 
tified to  by  the  said  local  Federal  reserve  agent,  and  shows  that  it  has  in  its  possession 
a reserve  of  gold  or  lawful  money,  as  herein  provided,  to  be  held  against  its  liabilities. 

Federal  reserve  Treasury  notes  shall  be  a prior  lien  in  favor  of  the  holder  upon  all 
the  assets  of  the  Federal  reserve  bank  by  which  paid  out,  and  supplementary  thereto 
a prior  lien  upon  all  the  assets  of  all  other  Federal  banks  jointly,  pro  rata  to  capital 
and  surplus. 

Whenever  any  Federal  reserve  bank  shall  pay  out  or  disburse  Federal  reserve 
Treasury  notes  as  herein  provided,  it  shall  hold  in  its  own  vault  gold  or  lawTul  money 
equal  in  amount  to  not  less  than  33J  per  cent  of  its  total  liabilities,  including  the 
total  of  such  Federal  reserve  Treasury  notes  so  paid  out  by  it  and  outstanding:  Pro- 
vided, That  if  the  reserve  should  at  any  time  fall  below  50  per  cent  of  such  total  liabil- 
ities there  shall  be  a tax  imposed  upon  the  amount  of  such  deficiency  at  the  rate  of 

per  cent  per  anni  m for  each  per  cent  deficiency. 

It  is  suggested  that  the  reserve  of  33J  per  cent  gold  or  lawful 
money  specified  in  the  bill  be  the  minimum  reserve  to  be  held  by  a 
Federal  reserve  bank  against  its  total  liabilities,  including  all  Federal 
reserve  Treasury  notes  paid  out  by  it  and  outstanding,  and  that  50 
per  cent  be  fixed  as  the  normal  reserve.  As  a brake,  to  prevent 
overexpansion,  it  is  suggested  that  if  the  reserve  held  against  all 
liabilities,  including  that  upon  Federal  reserve  Treasury  notes,  should 
fall  below  50  per  cent  a tax  shall  be  imposed  upon  the  deficiency  at 
the  rate  of  IJ  per  cent  for  each  2^  per  cent  deficiency.  For  instance, 
if  the  reserve  tails  below  50  per  cent  and  not  below  47 J per  cent  the 
tax  would  be  at  the  rate  of  IJ  per  cent  per  annum.  If  the  reserve 
should  fall  to  40  per  cent,  the  tax  would  be  at  the  rate  of  6 per  cent 
per  annum. 

When  the  reserve  approached  33J  per  cent,  the  specified  minimum, 
the  tax  would  be  at  a rate  of  lOJ  per  cent  per  annum. 

An  abundance  of  circulating  medium  for  the  convenient  transac- 
tion of  business  is  important,  but  for  the  maintenance  of  a sound  and 
healthy  financial  condition  it  is  vital  that  the  volume  of  currency, 
while  ample,  should  not  be  excessive  and  redundant.  The  change 
suggested  is  with  a view  to  providing  a way  by  which,  under  the  su- 
pervision of  the  Federal  reserve  board,  the  proposed  notes  may  be 
safely  issued  whenever  needed  to  serve  the  convenience  of  the  people 
and  their  redemption  and  retirement  forced  as  rapidly  as  the  need 
for  their  use  is  satisfied.  The  suggested  restriction  that  a Federal 
reserve  bank  or  its  branches  may  pay  out  only  the  notes  bearing  its 
designating  number  puts  it  in  the  position  of  seeking  to  pay  out 
notes  bearing  its  own  designating  number,  while  all  other  Federal 
reserve  banks  and  their  branches  unite  in  the  effort  to  force  their  re- 
demption. The  net  result  would  be  that  the  volume  of  currency  out- 
standing would  be  exactly  that  required  by  the  convenience  of  the 
public.  The  volume  will  constantly  vary  with  fihe  varying  business 
need. 

Such  a currency  would  be  almost  inconceivably  strong,  as  the  joint 
obligation  of  all  the  Federal  reserve  banks,  with  a prior  lien  on  all 
their  gold  or  other  lawful  money  and  commercial  assets  upon  the 
double  liability  of  the  stockholders. 
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Ill  op?ration  its  automatic  adjustment  of  volume  to  business  needs 
would  resemble  the  currency  of  Canada,  which  is  by  many  regarded 
the  best  in  the  world. 

No  human  knowledge  can  foretell  the  extent  of  the  growth  of  our 
business,  and  the  correspondingly  increased  requirements  for  cur- 
rency. It  is  therefore  suggested  that  the  commercial  welfare  of  the 
country  would  be  best  safeguarded  not  by  an  arbitrary  limitation  of 
the  amount  of  such  notes,  but  by  authorizing  the  issue  of  any  amount 
needed,  provided  they  are  made  absolutely  safe  and  their  immediate 
redemption  assured  by  the  maintenance  of  a proportion  of  reserve 
of  gold  and  lawful  money  as  stipulated. 

Page  27,  strike  out  all  of  section  18  and  insert  the  following: 

Sec.  18.  It  shall  be  the  duty  of  all  member  banks,  to  maintain  reserves,  as  her,  in- 
after  stated,  against  all  demand  deposits,  which  shall  include  time  deposits  maturing 
within  45  days,  to  wit;  Country  banks,  15  per  cent;  reserve  city  banks,  18  per  cent; 
central  reserve  city  banks,  20  per  cent. 

In  the  case  of  a country  bank  s icli  reserve  shall  consist  of  not  less  than  5 per  cent  of 
lawful  money  in  its  vault,  and  not  less  than  3 per  cent  with  its  district  Federal  reserve 
bank;  7 per  cent  may  consist  of  balances  due  from  reserve  agents  approved  by  the 
Comptroller  of  the  Currency. 

In  the  case  of  a reserve  city  bank,  such  reserve  shall  consist  of  hot  less  than  6 per  cent 
lawful  money  in  its  vault,  and  not  less  than  6 per  cent  with  its  district  Federal  reserve 
bank.  Six  per  cent  may  consist  of  balances  due  from  reserve  agents  approved  by  the 
Comptroller  of  the  Currency. 

In  the  case  of  a central  reserve  city  bank,  such  reserve  shall  consist  of  not  less  than 
10  per  cent  lawful  money  in  its  vaults  and  not  less  than  10  per  cent  with  its  district 
Federal  reserve  bank:  Provided,  That  when  the  date  is  set  by  the  Secretary  of  the 
Treasury,  and  officially  announced,  the  deposits  of  reserve  hereinabove  required  to  be 
placed  with  Federal  reserve. banks  shall  be  made  as  follows: 

One-third  in  not  less  than  60  days,  one-third  in  not  less  than  14  months,  and  one- 
third  in  not  less  than  26  months  after  such  date. 

The  reserve  requirements  in  the  bill  will,  it  is  believed,  bear  most 
hardly  upon  country  banks,  and  seriously  curtail  their  ability  to 
extend  accommodations  to  their  customers  as  compared  with  the 
requirements  under  existing  law. 

It  is  suggested  that  no  plan  to  redistribute  deposits  with  a view  to 
eliminating  concentration  at  centers  should  overlook  the  natural 
flow  of  commerce  between  the  country  and  the  financial  centers  which 
contributes  a natural  part  of  the  concentration  of  funds  at  centers, 
as  distinguished  from  the  artificial  or  unnatural  concentration  there. 
While  the  bill  makes  the  requirement  of  reserve  in  the  same  per- 
centage as  under  existing  law,  it  does  in  effect  increase  the  requirement 
of  actual  cash  means,  since  country  banks  would  find  it  necessary,  in 
addition  to  the  reserve  specified,  to  carry  considerable  balances  in 
reserve  cities  to  enable  them  to  transact  their  customers’  business 
conveniently  and  in  order  to  maintain  a relation  that  will  establish 
a privilege  of  borrowing  upon  collateral  such  as  would  not  be  avail- 
able for  discount  with  Federal  reserve  banks. 

The  same  reasons  apply  measurably  to  reserve  city  banks. 

Consequently  modifications  are  suggested  in  the  reserve  require- 
ments. 

Strike  out  all  of  section  20,  beginning  at  line  13,  page  28,  to  and 
including  line  2,  page  30,  and  insert  in  lieu  thereof  the  following: 

Sec.  20.  The  United  States  Government  hereby  pledges  itself  to  the  retirement 
of  the  2 per  cent  bonds  at  the  rate  of  not  less  than  $3,000,000  per  month,  or  a total  of 
$36,000,000  per  year,  until  the  entire  issue  of  the  2 per  cent  bonds  is  paid  off. 
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Ever  since  the  establishment  of  the  national  banking  system  the 
Government  has  enjoyed  the  benefit  of  the  fictitious  high  price  for  its 
Government  bonds  created  by  the  circulation  privilege.  That  the 
price  obtained  by  the  Government  for  its  bonds  is  fictitious  and  out 
of  line  with  the  value  for  investment  is  proven  by  the  prices  at  which 
French  rents  and  British  consols  have  been  selling.  The  Government 
has  a moral  obligation  to  prevent  the  price  of  Government  bonds 
going  below  par;  therefore  it  is  a plain  duty  to  provide  some  means 
of  retiring  the  Government  2 per  cent  bonds.  As  a note  issue,  the 
bond-secured  notes  are  inflexible  and  bear  no  relation  to  the  varying 
needs  for  currency,  but  rather  to  the  market  for  Government  bonds, 
and  with  the  scientific  elastic  gold-reserve  currency  provided  in  the 
biU,  as  suggested  to  be  modified,  makes  it  necessary  to  continue  the 
use  of  these  notes,  and  provision  should  be  made  for  their  gradual 
retirement  in  a manner  that  will  inflict  the  least  hardship  upon  the 
Government  and  upon  the  banks. 

Page  34,  section  24,  line  7,  strike  out  the  words  ‘^National  Banking 
Association’^  and  insert  the  words  member  bank.” 

Page  35,  line  2,  strike  out  entire  line  except  first  word  board” 
and  all  of  lines  3,  4,  and  5. 

The  suggested  omission  of  lines  2,  3,  4,  and  5 is  for  the  reason 
that  examiners  frequently  call  attention  of  bank  officers  to  practices 
contrary  to  the  national  banking  act  or  which  are  not  deemed  to  bo 
consistent  with  sound  policy  and  are  charged  with  the  duty  of  seeing 
that  recommended  reform  in  such  matters  is  carried  out.  The  con- 
stant change  of  examiners  would  prevent  supervision  of  matters  of 
this  kind.  Furthermore,  frequent  examinations  by  one  examiner 
gives  familiarity  with  the  names  of  borrowers  of  particular  banks 
and  greater  opportunities  for  investigation  and  knowledge  of  their 
standing  and  responsibility. 

Page  35,  line  16,  strike  out  the  last  word  ‘^national”  and  insert 
member.”  Line  17,  strike  out  banking  association”  and  insert 
‘^bank.” 

Page  35,  strike  out  lines  22  to  25,  inclusive,  and  page  36,  strike 
out  lines  1 to  3,  inclusive. 

The  suggested  omission  of  lines  22  to  25  on  page  35  and  lines  1 to 
3 on  page  36  is  due  to  the  fact  that  the  proper  examination  of  all 
banks  not  less  than  two  times  each  year  is  covered  in  another  clause 
and  is  deemed  by  us  to  be  quite  sufficient  for  all  banks,  including 
those  located  in  central  reserve  and  reserve  cities.  Emergencies 
requiring  special  examinations  have  already  been  provided  for  under 
the  right  given  to  Federal  reserve  banks  and  the  Federal  reserve 
board  to  make  such  examinations  whenever  they  deem  necessary. 

Page  36,  strike  out  line  19  to  and  including  the  word  ‘‘director” 
in  line  24  and  substitute:  “No  officer  of  a member  bank  shall  receive 
either  directly  or  indirectly  any  fee,  brokerage,  commission,  gift,  or 
gratuity  for  or  on  account  of  any  loan,  purchase,  sale,  payment, 
exchange,  or  transaction  made  by  or  on  behalf  of  a member  bank  of 
which  he  is  an  officer.” 

The  suggested  omission  of  these  lines  is  prompted  by  the  fact 
that  directors  of  nearly  all  banks  are  men  of  the  highest  standing 
and  greatest  influence  and  ability  in  their  particular  section,  and 
adherence  to  this  law  would  prevent  banks  from  all  transactions  of 
every  kind  with  such  persons,  due  to  the  fact  that  they  would  be 
2737—1.3 2 
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directors  of  member  banks.  The  object  desired  to  be  accomplished 
in  this  clause  is  desirable,  and  we  believe  as  rewritten  would  satis- 
factorily accomplish  the  purpose. 

Page  37,  section  26,  line  4,  strike  out  the  words  National  Bank- 
ing Association’^  and  substitute  ‘^member  bank.” 

Page  37,  line  9,  strike  out  National  Banking  Association”  and 
substitute  the  words  ^‘member  bank.” 

Page  37,  line  6,  strike  out  the  word  association”  and  substitute 
the  word  “bank.” 

Page  37,  section  26,  line  11,  strike  out  the  word  “Association”  and 
substitute  “bank.” 

Page  38,  line  2,  strike  out  the  word  “nine”  and  substitute  the 
word  “twelve.” 

The  change  suggested  in  section  27,  to  wit,  that  member  banks 
not  located  in  reserve  or  central  reserve  cities  be  permitted  to  loan 
on  unencumbered  farm  lands  for  12  months  instead  of  9 months,  is, 
we  believe,  necessary,  owing  to  the  length  of  time  required  for  some 
crops  to  mature  and  be  converted  into  money.  The  change  in  the 
provision  of  the  amount  permitted  to  be  loaned  by  a. member  bank 
on  this  class  of  security,  and  which  under  our  suggestion  is  based 
upon  a percentage  of  the  total  loans  of  banks  rather  than  a percentage 
of  capital  or  of  time  deposits,  is  a more  scientific  and  conservative 
basis  of  the  extent  to  which  banks  of  this  character  shall  be  permitted 
to  loan  on  this  class  of  collateral. 

Page  38,  line  7,  strike  out  the  word  “five”  after  “twenty”  and 
before  the  word  “per,”  and  strike  out  entirely  lines  8 and  9 after 
the  work  “centum”  and  substitute  therefor  the  words  “of  its  total 
outstanding  loans.” 

Page  38,  section  28,  line  15,  strike  out  the  words  “National  Bank- 
ing Association”  and  substitute  the  words  “member  bank.” 


Wynnewood,  Okla.,  June  5. 

Hon.  Egbert  L.  Owen, 

Washington,  D.  C. 

Dear  Sir:  I have  been  reading  the  bill,  currency  reform,  as  you 
see  it,  and,  frankly,  I can  not  see  wherein  the  banks  or  country  would 
be  benefited  by  such  a bill.  In  the  first  place,  no  bank  would  care 
to  be  forced  to  subscribe  to  any  institution  that  was  restricted  to 
such  a small  income  and  the  difference  go  to  the  United  States. 
Second,  I do  not  see  wherein  the  elasticity  of  the  money  would  be 
benefited;  I do  not  see  wherein  such  a measure  would  relieve  the 
country;  and  I am  sure  such  a proposition  would  put  a premium  on 
energy,  as  rates  would  evidently  be  uniform  all  over  the  country 
regardless  of  localities  or  conditions.  Such  banks,  as  I see  it,  would 
not  serve  us  any  better  than  our  regular  correspondents.  To  get 
favors  would  have  to  put  up  about  the  same  collateral,  and  after  the 
different  boards  taking  and  acting  on  the  demands,  evidently  would 
delay  and  cause  more  or  less  complications  securing  what  accommo- 
dation we  might  need.  To  scatter  the  affairs  of  Government  all  over 
the  country  would  be  bad  policy.  I think  a bill  similar  to  the  one 
Mr.  N.  Jonnasen  has  outlined  much  more  commenda^ble.  Pardon 
me  for  this  letter. 

Yours,  truly,  W.  B.  Crump, 

President  Southern  National  Banh. 
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Colorado  Springs,  Colo., 

June  SO,  1913. 

Hon.  Robert  L.  Owen, 

Chairman  Banicing  and  Currency  Committee, 

Washington,  D.  C. 

My  Dear  Mr.  Owen  : I am  glad  to  see  that  you  are  making  some 
explanations  to  the  public  in  behalf  of  the  currency  bill  of  which  you 
are  the  sponsor.  We  can  not  operate,  as  you  know,  in  the  South  and 
West  on  any  45-day  paper,  and  in  the  South  and  extreme  West  we 
are  compelled  to  give  four  to  six  months  paper  to  customers,  as  they 
pay  when  crops  are  harvested.  Four  months  would  do  if  you  could 
do  no  better,  against  which,  in  times  of  stringency,  we  can  get  cur- 
rency advanced. 

I congratulate  you  and  your  committee  most  sincerely  in  your  un- 
tiring efforts  to  do  the  right  thing,  and  I am  greatly  pleased  with 
many  features  of  the  bill.  I do  nat  like  the  feature  where  we  are 
forced  to  put  money  into  the  capitalization  of  the  reserve  banks. 
If  it  was  only  10  per  cent,  that  would  not  amount  to  much;  but  20 
per  cent  cuts  a big  hole  in  the  capital  of  a bank  which  runs  from 
$200,000  up,  and  the  money  thus  taken  out  is  greatly  needed  at 
home. 

I beg  to  say  that  I have  great  confidence  in  the  administration,  and 
am  a supporter  thereof. 

With  much  respect,  I am,  very  truly,  yours, 

C.  C.  Hemming, 

President  El  Paso  National  Banlc. 

You  might  make  the  assessment  for  capital  of  reserve  graduated 
and  give  us  reasonable  representation  on  the  board. 


New  Haven,  Conn.,  July  1,  1913. 

Hon.  Robert  L.  Owen, 

United,  States  Senate,  Washington,  D.  C. 

My  Dear  Senator  Owen:  Would  you  be  so  good  as  to  send  me 
the  latest  copy  of  the  currency  bill?  I hope  that  the  provision  in 
regard  to  the  interest  rate  will  be  materially  changed.  I felt  that 
the  Aldrich  bill  was  decidedly  wrong  in  attempting  to  fix  artificially 
a uniform  interest  rate  throughout  the  country.  I feel  very  strongly 
that  the  popular  desire  for  low  interest  rates  is  founded  on  an  illusion, 
and  that  the  interest  rate — the  price  of  immediate  capital — ought  to 
be  allowed  to  vary  with  supply  and  demand  j ast  as  freely  as  the  price 
of  wheat,  and  that  when  it  is  artificially  restrained  from  rising  the 
result  is  overspeculation  and  finally  a refusal  of  the  banks  to  lend  at 
all.  It  seems  to  me  that  it  is  much  better  to  encourage  the  banks  to 
raise  their  rate  of  interest  promptly  when  market  conditions  indicate 
such  a change.  From  the  standpoint  of  the  borrower  it  is  better  to 
pay  high  rates  and  to  be  sure  that  the  demand  for  capital  will  not 
outrun  the  supply  than  to  be  confronted  soon  with  a refusal  to  give 
any  loans  at  all.  Moreover,  it  is  the  refusal  to  give  loans  which  make 
the  credit  despotism  mentioned  by  President  Wilson  and  which  gives 
such  autocratic  power  to  bankers.  It  is  because  the  bankers  are  now 
afraid  of  public  opinion  and  hesitate  to  raise  their  rates  as  promptly 
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as  they  should  which  permits  the  demand  for  loans  to  outrun  the 
supply,  and  then  puts  the  banker  in  the  position  of  refusing  loans  to 
some  and  granting  them  to  others.  Finally,  as  I have  tried  to  show 
in  my  Purchasing  Power  of  Money,  an  unduly  low  rate  of  interest — 
that  is,  a rare  of  interest  so  low  as  to  fail  to  equalize  supply  and 
demand— is  one  of  the  most  certain  and  potent  causes  of  crises  and 
panics ; for  when  the  time  comes  when  the  banker  has  to  refuse  loans, 
then  bankruptcies  follow  naturally  enough.  My  own  view  is  that 
each  district  reserve  association  should  be  allowed  to  fix  its  own  rate 
of  income  without  any  interference  by  the  central  currency  board, 
and  that  the  policy  of  the  latter  should  be  to  encourage  and  not  dis- 
courage the  prompt  raising  of  the  rate  when  loans  are  increasing,  as 
well  as  a prompt  lowering  when  the  opposite  condition  obtains.  I 
venture  to  make  this  suggestion  in  view  of  the  fact  that  you  kindly 
invited  me  to  make  suggestions.  The  bid  as  I have  seen  it  reported 
lately  seems  to  me  materially  improved.  There  are  a number  of 
details  which  I am  not  ready  to  indorse,  and  I am  particularly  solicit- 
ous that  every  precaution  should  be  made  against  inflation.  The 
popular  desire  for  ‘‘more  money”  is  another  illusion  which  the  state- 
ment should  not  share. 

I am  glad  to  see  the  “lobby”  inquiry  in  reference  to  the  tariff.  If 
the  public  can  be  made  to  realize  the  extent  to  which  special  inter- 
ests nave  been  running  the  Government  in  partnership  with  the  pro- 
tective tariff,  public  opinion  will  probably  never  again  tolerate  such 
a condition.  But  if,  on  the  other  hand,  such  revelations  are  withheld 
from  the  public,  there  is  always  the  chance  of  a political  overturn 
which  may  restore  again  a protective  tariff. 

Confidentially,  I would  like  to  suggest  to  you  that  you  suggest  to 
the  proper  parties  an  investigation  of  the  influence  exerted  by  the 
American  Protective  Tariff  League,  of  which  a Mr.  Wakeman  is  sec- 
retary and  has  been  for  some  20  years.  This  league  has  headquarters 
in  New  York  City,  I think  on  Williams  Street.  Publicity  as  to  their 
relation  to  legislation,  to  writing  figures  for  Congressmen,  to  distrib- 
uting these  figures,  to  getting  the  cooperation  of  the  public  press,  and 
in  other  ways  exerting  their  influence  to  create  public  opinion  in  favor 
of  a protective  tariff  for  the  benefit  of  the  special  interests  represented 
by  the  league.  It  would,  I fancy,  be  politically  of  great  value  to  the 
administration  and  the  low-tariff  party.  Such  an  investigation  ought 
to  follow  the  discussion  of  Mr.  Mulhall’s  evidence. 

Of  course  I do  not  mean  to  imply  that  Wakeman  or  his  league  have 
done  anything  amounting  to  bribery  or  an  illegal  use  of  money.  I 
merely  mean  that  they  illustrate  the  way  of  special  interest  on  their 
past  administration.  It  may  be  that  Mr.  Wakeman  and  many  of  his 
supporters  sincerely  believe  that  what  is  for  their  special  interest  is 
also  for  the  general  welfare.  It  is  here  where  you  and  I beg  to  differ. 

Very  sincerely,  yours, 

Irving  Fisher, 
Professor,  Yale  University, 
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New  York,  N.  Y.,  July  2,  1913. 

To  the  Banking  and  Currency  Committees  of  the  Senate  and  the  House 

of  Representatives,  Washington,  D.  C. 

Gentlemen:  The  president  and  secretary  of  the  Manufacturers’ 
Association  of  New  York,  by  virtue  of  authority  duly  granted  unto 
them,  beg  to  file  with  your  committees  the  association’s  respectful 
protest  against  the  enactment  of  H.  R.  6454,  otherwise  known  as 
the  Owen-Glass  currency  bill,  which  is  alleged  to  provide  ^Mor  fur- 
nishing an  elastic  currency,  and  for  other  purposes.” 

For  all  practical  purposes  we  do  not  believe  that  the  proposed 
banking  experiment  or  expedient  is  a measure  calculated  to  bring 
about  a satisfactory  and  workable  banking  system.  On  the  contrary, 
we  believe  under  certain  circumstances  either  inflation  or  a strin- 
gency of  currency  is  possible,  both  of  which  are  undesirable.  As 
a true  expression  of  public  opinion,  reflecting  the  sentiment  of  the 
manufacturers  and  business  men  of  the  Empire  State,  we  commend 
for  careful  consideration  by  your  honorable  committees  the  editorial 
printed  by  the  Inter  Ocean,  of  Chicago,  under  date  of  June  28,  1913, 
in  which  editorial  it  is  stated  :■ 

As  the  measure  stands  it  is  too  much  of  a politician’s  and  lawyer’s  bill  and  too  little 
of  a banker’s  and  business  man’s.  It  would  be  better  if  its  framers  had  listened  more 
carefully  to  the  practical  and  experienced  men  who  know  by  doing  it  how  the  money 
and  credit  machinery  of  the  country  can  be  kept  running  with  fewest  jolts  and  jars. 

For  that  reason  the  House  should  grant  the  public  hearings  asked  for  on  the  measure. 
With  a full  and  fair  hearing  of  bankers  and  business  men  from  all  parts  of  the  country 
Congress  would  realize,  as  President  Wilson  and  his  immediate  advisers  evidently  do 
not,  what  is  the  probably  fatal  objection  to  the  bill  as  it  now  stands,  and  the  feature 
that  might  make  it  fail  to  work  if  enacted. 

In  conclusion  this  association  joins  in  what  appears  to  be  a general 
demand  throughout  the  country  for  a public  hearing  on  the  Owen- 
Glass  currency  bill,  at  which  hearing  a representative  from  this 
association  will  appear  and  show  cause  why  the  proposed  legislation 
should  not  be  enacted. 

Respectfully  submitted  in  behalf  of  the  Manufacturers’  Association 
of  New  York. 

F.  W.  Conn,  President. 

James  T.  Hoile,  Secretary. 


Newark,  N.  J.,  July  2,  1913. 

Hon.  Robert  L.  Owen, 

United  States  Senate,  Washington,  D.  C. 

Dear  Sir:  In  the  matter  of  the  new  currency  bill.  House  No.  6454, 
I would  ask  what  provision  has  been  made  in  case  any  national  bank 
does  not  become  a national  banking  association  under  the  provisions 
of  section  8 within  one  year  from  the  passage  of  the  act,  in  regard  to 
the  bonds  to  secure  circulation  which  they  hold  ? Of  course  any  bank 
which  is  dissolved  under  the  provisions  of  section  8 would  have  to 
deposit  lawful  money  to  retire  its  circulation  and  would  receive  back 
its  bonds,  but  in  the  bill,  under  section  20,  it  provides  that  no  bank 
can  convert  more  than  5 per  cent  of  its  2 per  cent  bonds  into  the  new 
3 per  cent  bonds  in  any  one  year.  Would  it  not  be  well  to  incor- 
porate a clause  specifically  providing  for  a case  of  this  kind  ? 
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In  section  13,  line  22,  page  20,  it  is  provided  that  a bank  may 
accept  drafts  or  bills  of  exchange  growing  out  of  transactions  involv- 
ing the  importation  or  exportation  of  goods.  It  seems  to  me  that  if 
this  provision  were  extended  to  local  transactions  in  agricultural  or 
manufactured  commodities  it  would  materially  assist  the  business  of 
the  country,  and  it  would  also  provide  an  excellent  class  of  paper  for 
rediscount.  In  case  this  provision  should  be  extended  to  local  trans- 
actions the  provision  limiting  the  amount  of  acceptances  to  one-half 
of  the  unimpaired  capital  should  be  increased  at  least  to  the  full 
amount  of  the  unimpaired  capital. 

I notice  in  the  newspapers  that  you  are  reported  as  favoring  the 
extension  of  some  trust-company  privileges  to  national  banks.  There 
has  been  considerable  talk  among  some  of  the  national  banks  through 
the  country  that  in  case  this  bill  was  passed  they  would  surrender 
their  national  charter. 

If  the  national  banks  under  this  new  bill  were  given  trust-company 
privileges  equal  to  those  enjoyed  by  the  trust  companies  in  their 
locality,  I think  that  it  would  cause  practically  every  national  bank 
to  remain  in  the  system  and  would  encourage  a large  number  of  State 
banks  and  trust  companies  to  join  the  national  system.  These  privi- 
leges of  course  should  only  be  given  them  under  strict  laws  regarding 
the  segregation  of  such  trust  funds  and  strict,  and  probably  frequent, 
examination  of  that  department  of  the  business. 

These  thoughts  regarding  the  trust  end  of  the  business  come  to  me 
through  conversation  with  a number  of  bank  men  in  this  vicinity, 
and  are  not  influenced  by  any  consideration  of  the  business  of  the 
bank  with  which  I am  connected,  as  this  bank  probably  would  not 
care  to  enter  into  that  class  of  business. 

Respectfully,  yours, 

W.  M.  Van  Deusen, 

Cashier  National  NewarTc  Banicing  Co. 


Mercantile  Trust  Co., 

St.  Louis,  July  3,  1913. 

Senator  R.  L.  Owen, 

Washington,  D.  C. 

My  Dear  Mr.  Owen:  I have  yours  of  July  1,  and  attach  clipping 
giving  my  interview  referred  to. 

Yours,  very  truly,  Festus  J.  Wade. 


[St.  Louis  Republic,  June  28,  1913.] 

‘'as  sound  as  it  is  wise,’’  wade  says  of  currency  bill — head 
OF  mercantile  trust  CO.  believes  measure  will  solidify 

FINANCIAL  CONDITIONS CONFIDENT  DEFECTS  WILL  BE  REMEDIED 

BY  AMENDMENTS— COMMITTEE  PLEASED  WITH  ATTITUDE  OF  OFFI- 
CIALS AT  WASHINGTON,  HE  DECLARES. 

The  currency  bill  pending  in  Congress,  with  a few  amendments, 
“will  be  as  economically  sound  as  it  is  politically  wise,”  according  to 
Festus  J.  Wade,  president  of  the  Mercantile  Trust  Co.,  who  last 
Wednesday  discussed  this  financial  measure  with  President  Wilson, 
William  C.  McAdoo,  Secretary  of  the  Treasury;  Senator  Owen,  and 
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Congressman  Glass,  chairmen  of  the  Banking  and  Currency  Com- 
mittees of  the  Senate  and  House;  and  financiers  from  nine  other  States. 

The  St.  Louis  financier  returned  from  the  East  last  night.  He  is 
very  enthusiastic  over  the  prospects  for  results  of  the  currency  bill. 
He  feels  confident  it  will  have  a tendency  to  solidify  financial  condi- 
tions and  will  prevent  future  stringencies. 

In  a dictated  statement  to  The  Republic  last  night,  Mr.  Wade  said: 

‘‘The  banking  and  currency  bill  which  has  been  introduced  in  Con- 
gress is  regarded  only  in  a tentative  form.  Those  who  have  the 
matter  under  serious  consideration  are  confident  that  any  defects, 
that  may  develop  will  promptly  be  cured  by  amendments. 

FIVE  CARDINAL  PRINCIPLES. 

“Brushing  aside  all  the  details  of  the  bill,  the  fundamental  features 
may  be  narrowed  down  to  five  cardinal  principles: 

“First.  Federal  control  of  the  new  system. 

“Second.  Providing  for  the  redemption  of  the  2 per  cent  Govern- 
ment bonds  up  as  collateral  for  the  national  bank  note. 

“Third.  The  question  of  reserve  money  to  be  held  as  cash  on  hand 
in  the  vaults  of  the  respective  banks  and  various  reserve  banks. 

“Fourth.  The  note  issue;  that  is  to  say,  the  form  of  paper  to  be 
issued  under  the  new  system. 

“Fifth.  Adequate  protection  to  keep  the  gold  of  the  Nation  from 
being  exported. 

“The  committee  of  which  I was  a member  presented  in  concrete 
form  suggestions  which,  if  added  to  the  present  currency  bill,  would 
bring  about  desired  results  in  each  of  these  five  points. 

SITUATION  STUDIED  SEVEN  YEARS. 

“When  it  is  generally  understood  that  the  banking  and  currency 
committee  of  the  American  Bankers’  Association  has  devoted  the  last 
seven  years  to  an  exhaustive  study  of  the  situation,  it  is  believed 
that  their  recommendations  are  not  only  sound,  but  will  receive  most 
careful  consideration. 

“Our  committee,  representing  10  States,  met  the  President,  Sec- 
retary of  the  Treasury,  and  the  chairmen  of  the  Banking  and  Cur- 
rency Committees  of  the  Senate  and  House  at  the  Yv^hite  House  last 
Wednesday. 

“A  discussion,  with  our  Chief  Executive  present,  lasted  for  an  hour, 
when  he  was  obliged  to  leave,  owing  to  other  appointments;  but  we 
continued,  all  told,  in  session  for  six  hours  more. 

“The  committee  was  thoroughly  impressed  with  the  absolute 
sincerity  of  purpose  and  fixed  determination  upon  the  part  of  the 
Government  officials  to  prepare  a law  that  would  be  sound  in  all 
essentials  and  practical  in  its  operation. 

“All  felt  confident  that  the  ultimate  draft  of  the  measure  would 
meet  with  the  approval  of  all  who  have  given  the  subject  due  con- 
sideration. 


MUST  CONSIDER  POLITICAL  PLATFORMS. 

“It  is  not  expected  that  the  bill  will  be  economically  sound  in  all 
its  provisions,  for  the  reason  that  political  platforms  and  political 


24 


BANKING  AND  CUKRENCY  LEGISLATION. 


considerations  must  be  considered  and  respected  in  order  to  pass  any 
measure. 

^‘Briefly,  however,  it  may  be  summed  up  by  saying  that  a law  will 
be  passed  wliich  will  be  as  economically  sound  as  it  is  politically  wise 
to  pass  same.” 

Mr.  Wade  tliinks  the  country  is  in  a most  prosperous  condition,  and 
believes  that  in  order  to  assure  continued  prosperity  the  Interstate 
Commerce  Commission  should  grant  an  increase  of  5 per  cent  in 
passenger  and  freight  rates. 

‘^The  general  condition  of  the  country,”  he  said,  ‘‘was  never  in 
better  shape  than  at  the  present  time. 

“During  my  visit  in  Washington  I was  thrown  in  contact  with 
bankers  from  California,  Nebraska,  Iowa,  Illinois,  Georgia,  New 
Jersey,  Ohio,  and  Indiana. 

UNANIMOUS  FOR  INCREASED  RATES. 

“The  report  from  every  section  was  that  the  manufacturing  indus- 
tries were  running  at  full  capacity.  The  jobbing  interests  reported 
constant  increases.  Every  locality  reported  ample  funds  to  take 
care  of  the  legitimate  requirements  of  the  trade. 

“It  was  universally  recognized  that  the  Interstate  Commerce  Com- 
mission should  grant  the  5 per  cent  increased  rate  sought  in  order  to 
protect  the  railroads  of  this  country, 

“It  was  unanimously  conceded  that  the  prosperity  of  the  Nation 
could  only  be  maintained  by  the  continued  success  of  the  common 
carriers. 

“It  was  strongly  pointed  out  that  the  receiverships  of  the  railroads 
now  existing  needed  no  further  argument  relative  to  an  increase  in 
rates. 

‘ ‘ While  it  was  right  theoretically  for  State  legislatures  to  insist  on 
reduction  in  rates,  it  could  only  be  accomplished  at  the  sacrifice  of 
good  and  safe  service  on  the  part  of  the  railroads,  which  in  a final 
analysis  meant  injury,  detriment,  and  a barrier  to  the  progress  of  the 
Nation.” 


Boston,  July  3,  1913. 

Hon.  K.  L.  Owen, 

Chairman  Committee  on  Banicing  and  Currency, 

Senate  Chamber,  Washington,  D.  C. 

My  Dear  Sir:  Upon  a careful  examination  of  the  Federal  reserve 
bill  there  are  two  sections  of  the  bill  which,  in  my  opinion,  do  not 
express  what  you  intended  them  to  express.  Although  the  two  points 
have  probably  been  brought  to  your  attention,  I take  the  liberty  of 
addressing  you  in  the  matter,  in  case  they  have  not  come  under 
your  eye. 

On  page  31,  line  20, 1 believe  the  word  “to”  should  read  “from,” 
BO  that  the  whole  of  the  sentence  beginning  at  line  16  should  read  as 
follows : 

The  remainder  of  the  35  per  cent  reserve  hereinbefore  required  may,  for  a period 
of  36  months  from  and  after  the  date  set  by  the  Secretary  of  the  Treasury,  as  hereinbe- 
fore provided,  consist  of  balances  due  from  a national  bank  in  reserve  or  central 
reserve  cities  as  now  defined  by  law. 


BANKING  AND  CURRENCY  LEGISLATION. 


25 


On  page  32  the  sentence  beginning  on  line  22  does  not  seem  to  ex- 
press your  intent.  It  seems  to  me  that  the  word  either”  should  be 
left  out  and  that  the  comma  after  cities”  should  be  moved  forward 
and  placed  after  ^^bank,”  so  that  the  whole  of  said  sentence  should 
read  as  follows : 


The  additional  legal  reserve  above  the  lawful  money  required  in  its  own  vaults 
may  be  kept  with  the  Federal  reserve  bank,  or  with  a reserve  agent  in  the  central 
reserve  cities  for  a period  not  exceeding  36  months  from  the  organization  of  the 
Federal  reserve  bank  in  such  district:  Provided , * * *, 


Very  truly , yours, 


Chas.  P.  Blinn,  Jr., 

Vice  President  the  National  Union  Panic. 


Waukesha,  Wis.,  July  5,  1913. 

Senator  Robert  L.  Owen, 

Chairman  Committee  on  Banking  and  Currency, 

Washington,  D.  C. 

Dear  Sir:  In  response  to  yours  of  June  5,  inclosing  32  questions 
on  banking  and  currency  for  the  use  of  your  committee,  will  say : 

I inclose  the  answers  herein,  which  I hope  may  be  of  some  use  to 

Second.  I also  inclose  copy  of  diagnosis  of  H.  R.  6454,  covering 
a few  salient  points  only.  These  cover,  to  my  mind,  sufficient  reasons 
why  the  bill  should  be  very  materially  amended  if  serious  results  are 
to  be  avoided. 

I have  been  perfectly  frank  in  calling  attention  to  what  seems  to 
me  seriously  objectionable  features,  because  I can  not  but  believe  that 
you  will  eliminate  them  if  you  are  impressed  that  the  objections  are 
well  grounded.  I am  firmly  convinced  that  should  your  bill  pass  in 
its  present  form  that  it  would  precipitate  a panic  for  which  the  party 
in  power  would  be  responsible. 

I beg  you,  dear  Senator,  to  calmly  and  dispassionately  study  the 
points  I have  made. 

If  you  can  give  me  any  good  reason  why  this  bank  should  con- 
tribute $115,000  to  any  reserve  bank  without  interest,  and  on  which 
we  have  paid  more  or  less  interest,  and  which  under  no  circumstances 
we  could  withdraw,  but  which  sum  the  central  bank  would  loan  to 
this  bank  at  a rate  of  interest  of  4,  5,  or  6 per  cent  on  the  best  securi- 
ties which  the  bank  holds,  thus  borrowing  our  own  funds,  then  I will 
concede  I am  faulty  in  my  logic.  I fear  the  committee  has  not  care- 
fully digested  results,  therefore  submit  them  in  good  faith  to  the  end 
that  no  serious  steps  may  be  taken. 

Thanking  you  for  the  honor  conferred,  I remain. 

Very  sincerely,  yours, 

Andrew  Jay  Frame, 
President  the  Waukesha  National  Bank. 
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Diagnosis  of  H.  R.  6454. 

ON  FEDERAL  RESERVE  BANKS. 

Without  going  into  details  a few  salient  points  are  sufficiently 
serious  to  command  our  most  respectful  attention. 

In  addition  to  paying  10  per  cent  of  the  capital  of  each  bank  into  a 
Federal  reserve  bank,  the  bill  provides  that  5 per  cent  of  the  deposits 
of  each  bank  be  also  deposited  in  such  a bank. 

I fear  as  to  results;  the  committee  who  drafted  the  bill  has  not 
counted  the  cost.  Permit  illustrations. 

The  bank  of  which  I am  president  would  be  obliged  to  pay  into 
the  Federal  reserve  bank  as  follows: 


10  per  cent  of  its  $150,000  capital $15,  000 

5 per  cent  of  its  $2,300,000  deposits 115,  000 

Total  cash  to  be  paid  to  a Federal  reserve  bank 130,  000 

As  we  now  hold  in  cash  an  average  of  about 160,  000 

This  would  leave  cash  on  hand 30,  000 


Any  prudent  banker  with  our  deposits  would  keep  not  much  less 
than  $160,000  in  cash  at  all  times.  If  so,  then  that  $130,000  must 
come  from  our  present  reserve  agencies. 

Now  mark:  Our  reserve  agency  balances  in  Milwaukee,  Chicago, 
and  New  York,  simply  cover  our  reasonable  normal  requirements  for 
daily  remittances  and  selling  exchange  to  our  customers.  Practically 
every  dollar  of  these  balances  is  turned  over  on  an  average  every  10 
days.  These  balances  are  not  superfluous.  What  is  true  of  this  bank 
is  approximately  true  of  all  others.  Material  withdrawals  from  such 
balances  would  precipitate  trouble. 

Again,  let  us  broaden  the  view. 

AS  TO  NATIONAL  BANKS. 

If  all  national  banks  were  compelled  to  join,  they  would  pay  in 
cash  into  the  Federal  reserve  banks  (in  round  numbers)  as  follows: 


10  per  cent  of,  say,  $1,000,000,000  capital $100,  000,  000 

5 per  cent  of,  say,  $8,000,000,000  deposits,  including  banks  with  banks.  400,  000,  000 


The  Federal  reserve  bank  would  receive  in  cash 500,  000,  000 

As  all  national  banks  hold  in  cash 1,  000,  000,  000 


After  the  above  deposits  they  would  have  cash  left  (or  half  present 
holdings) 500,000,000 


As  banks  not  national  hold  less  reserves,  let  us  see  results. 

AS  TO  STATE  BANKS,  TRUST  COMPANIES,  ETC. 


10  per  cent  of  say  $1,000,000,000  capital $100,  000,  000 

5 per  cent  of  say  $il, 400,000, 000  deposits 570,  000,  000 


Total  from  State  banks,  trust  companies,  etc 670,  000,  000 

As  present  cash  reserves  are  about 570,  000,  000 


To  comply  with  the  suggested  bill  would  leave  no  cash  on  hand, 
and  still  these  banks  would  owe  the  reserve  banks 100,  000,  000 
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COMBINATION  OF  ALL  BANKS. 


10  per  cent  of  say  $2,000,000,000  capital $200,  000,  000 

5 per  cent  of  say  $19,400,000,000  deposits 970,  000,  000 


Total  to  pay  into  Federal  reserve  banks 1,  170,  000,  000 

Total  now  held  by  all  banks  in  cash 1,  570,  000,  000 


Leaving  of  cash  in  all  banks,  which  approximates  2 per  cent  of 

total  deposits 400,  000,  000 

This  total  cash  on  hand  includes  subsidiary  coins,  national  bank 
notes,  etc.,  covering  more  than  $150,000,000,  which  are  not  legal 
reserves. 

If  all  banks  accepted  the  provisions  of  this  bill,  what  would  be  the 
result  as  to  cash  reserves  required  ? 


The  Federal  reserve  banks  would  absorb $1, 170,  000,  000 

The  three  central  reserve  city  banks  would  be  required  to  hold  20  per 

cent  as  lowest  limit,  on  say  $3,500,000,000  deposits 700,  000,  000 

The  other  reserve  city  banks: 

10  per  cent  on  say,  $3,500,000,000  deposits 350,  000,  000 

Country  banks  5 per  cent  on,  say,  $10,000,000,000  deposits 500,  000,  000 


Total  required  under  the  bill 2,  720,  000,  000 

On  individual  deposits  alone,  not  counting  reserves  required  on 
deposits  of  banks  with  banks.  All  banks  now  hold  in  cash  reserves 
the  sum  of  $1,570,000,000,  including  subsidiary  coins,  national  banks 
notes,  etc. 

These  facts  are  astounding  and  call  for  serious  answers  to  the 
following  queries: 

First.  Will  the  sponsors  of  this  bill  tell  us  where  the  banks  are 
going  to  get  even  a part  of  the  deficiency  of  cash  reserves  required 
under  this  bill  and  still  maintain  sufficient  city  bank  balances  with 
which  to  do  business  without  calling  loans  ? 

Second.  As  the  only  market  for  the  world’s  standard  for  reserves 
is  outside  of  the  United  States,  would  not  any  attempt  to  obtain  even 
a small  part  of  the  required  amount  abroad,  seriously  aggravate  an 
already  overstrained  condition  the  world  over? 

Third.  If  even  one-quarter  of  the  banks  in  this  country  should  call 
loans  under  the  operation  of  this  bill,  would  not  the  effect  be  to  breed 
instead  of  prevent  or  cure  a panic  ? 

Fourth.  In  all  fairness,  why  should  the  banks  take  from  their 
reserves  of  cash  upon  which  more  or  less  interest  is  paid  to  the  extent 
of  three-fourths  of  the  total  and  deposit  these  vast  sums  in  Federal 
or  other  depositories  without  interest  and  then  in  turn  borrow  on 
rediscounts  from  these  same  deposited  funds,  paying  interest  there- 
for? Is  that  equity?  Is  that  relief  in  the  day  of  trouble?  Is  that 
the  true  mission  of  a reserve  bank?  Sound  logic  would  seem  to 
indicate  it  is  not. 

Fifth.  How  many  State  banks  or  trust  companies  would  accept 
the  bill  as  outlined  ? 

Sixth.  How  many  national  banks  would  retain  their  charters  if 
compelled  to  accept  it  ? 

If  the  powers  that  be  can  not  give  the  country  some  simple,  effective 
remedy  to  prevent  cash  suspension  by  banks,  which  occurs  once  in 
a decade  or  two,  why  not  enlarge  the  powers  of  our  clearing  houses  to 
give  us  relief  through  rediscounts  to  State  as  well  as  National  banks 
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on  a uniform  form  of  note  under  some  plan  similar  to  the  Aldrich- 
Vreeland  Act,  then  give  us  a rest  from  further  agitation,  and  in  all 
human  probability  our  peaceful  progress  would  soon  be  restored. 
If  that  was  accomplished  general  cash  suspension  by  banks  would  be 
avoided  in  the  future.  Of  general  agitation  on  revolutionary  lines 
it  would  seem  we  have  already  had  an  oversupply. 

If  less  than  $300,000,000  clearing  house  certificates  relieved  the 
situation  in  1907  why  should  we  deposit  over  $1,100,000,000  of  our 
reserve  cash  in  Federal  reserve  banks  while  at  the  same  time  these 
reserve  banks  are  empowered  to  issue  an  additional  $500,000,000  of 
Government  notes  under  this  bill,  presumably  for  relief  of  banks 
when  trouble  threatens? 

If  the  monetary  commission  bill  was  monopolistic  in  character, 
what  must  we  say  of  this  one? 

As  a country  banker,  who  is  not  influenced  by  any  city  banker,  I 
am  profoundly  impressed  that  if  the  powers  that  be  desire  a contin- 
uance of  that  power,  they  will  heed  the  warning  that  the  delicate 
machinery  of  credit  must  not  be  revolutionized  and  that  the  best  and 
most  democratic  banking  system  the  world  ever  knew  should  be 
preserved.  The  responsibility  rests  with  our  statesmen.  Will  they 
measure  up  to  the  occasion? 

Andrew  Jay  Frame, 

President  Waukesha  National  Bank,  Waukesha,  Wis. 

July  19,  1913. 


[From  New  York  Evening  Post  for  July  7,  1913.] 

Hopeful  Views  on  Finance — Herbert  Myrick,  Editor,  Says 
Europeans  Approve  New  Measure. 

Herbert  Myrick,  editor  of  Farm  and  Home,  and  president  of  the 
Phelps  Publisliing  Co.,  who  returned  from  Europe  to-day  on  the 
steamer  George  Washington,  said: 

“A  more  hopeful  view  of  the  financial  situation  abroad  is  being 
taken  now  by  European  economists  and  bankers.  I found  keen  in- 
terest abroad  in  the  pending  reform  of  American  banking.  European 
authorities  believe  that  if  the  American  Congress  deals  rightly  with 
this  subject  the  financial  supremacy  of  the  world  will  soon  pass  to  the 
United  States.  They  say  our  proposed  regional  reserve  banks, 
affiliated  through  the  Federal  reserve  board,  make  possible  an 
American  reserve  of  gold,  and  a command  of  domestic  and  interna- 
tional exchange  that  insure  Americans  financial  domination.’’ 

Mr.  Myrick  also  declared  that  only  because  of  its  thousands  of 
cooperative  banks  and  cooperative  farm  finance  had  Germany  been 
able  to  weather  the  financial  stress  of  the  past  five  years.  He  said: 

^^The  American  commission,  which  returns  this  month,  will  recom- 
mend German  principles  of  land-mortgage  banking.  Texas,  Massa- 
chusetts, and  Indiana  have  already  passed  laws  for  financing  the 
farm.  My  bill  for  farm  finance  may  go  through  the  Georgia  Legisla- 
ture, now  in  session.” 


BANKING  AND  CUKRENCY  LEGISLATION. 


29 


Jacksonville,  Fla.,  July  8,  1913. 

Senator  Owen, 

Senate  Chamber,  Washington,  D.  C. 

Dear  Sir:  I have  your  favor  of  recent  date,  also  copy  of  your 
currency  bill,  for  which  I thank  you. 

The  test  of  any  law  is  its  administration.  I note  with  pleasure 
that  your  bill  provides  that  the  Federal  board  is  to  be  appointed  by 
the  Government  and  to  be  directly  responsible  to  it.  The  purpose, 
no  doubt,  is  to  keep  all  currency  issues  under  the  direct  control  of  the 
Federal  Government;  but  will  this  bill  in  its  practical  ever3^day 
workings  accomplish  this  very  desirable  purpose  ? 

It  provides  that  two-thirds  of  the  directors  of  the  regional  reserve 
banks  are  to  be  elected  by  the  member  banks.  Is  not  this  dangerous 
concentration  of  power?  These  regional  banks  will  have  vast 
resources.  They  will  control  20  per  cent  of  the  capital  of  all  member 
banks,  the  current  funds  of  the  Government,  as  well  as  the  emergency 
currency.  Will  it  not  be  possible  for  them  to  refuse  to  make  redis- 
counts, which  are  valid  and  necessary,  without  the  knowledge  of  the 
Federal  board  ? 

It  provides  that  three  of  these  directors  shall  represent  the  busi- 
ness, agricultural,  and  commercial  interests  of  the  community.  This 
sounds  well,  but  how  will  they  be  made  to  do  this,  and  when  they  fail 
to  do  so  how  can  it  be  shown  that  they  have  not  done  so,  and  will  it 
not  take  a great  deal  of  time  before  a just  complaint  of  this  kind  can 
be  remedied  and  such  directors  removed,  and  pending  such  investi- 
gation is  it  not  possible  for  a community  to  suffer  great  loss?  So 
long  as  the  banks  elect  them  we  may  feel  pretty  sure  that  all  six  men 
will  represent  the  same  interests,  whatever  those  interests  may  be. 

The  Aldrich  bill  provides  for  complete  bank  control.  Many  men 
think  that  in  the  matter  of  issuing  currency  there  should  be  complete 
Government  control.  Your  bill  seems  to  be  a compromise,  a division 
of  control,  with  the  banks  in  charge  of  all  initiative  steps.  In  prac- 
tice I think  it  will  be  found  that  the  banks  are  in  the  stronger  position. 
It  is  to  be  feared  that  in  a case  where  two  such  divergent  principles 
are  involved  a compromise  is  not  workable. 

Permit  me  to  say,  however,  that  I am  m hearty  sympathy  with 
the  object  of  your  bill  and  it  has  many  excellent  features.  It  appears 
to  me  to  be  a step  in  the  interests  of  the  whole  people  and  will,  no 
doubt,  prove  such,  providing  the  banks  do  not  dominate  in  the  work- 
ings of  the  system. 

Yours,  very  respectfully,  W.  K.  Sligh. 


Hon.  Robert  L.  Owen, 

Washington,  D.  C. 


Passaic,  N.  J. 


Dear  Sir:  Permit  me  as  a student  of  monetary  principles  to  express 
my  views  on  some  important  features  of  the  proposed  currency  leg- 
islation. Please  consider  what  has  happened  each  time  for  the  past 
50  years  when  we  have  experienced  a financial  panic. 

The  clearing  houses  of  the  large  cities  of  the  country  have  issued 
clearing-house  certificates.  These  issues  have  always  been  of  the 
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greatest  possible  benefit  and  have  more  than  once  averted  something 
like  financial  catastrophe.  It  is  admitted  by  all  thoughtful  persons 
I believe,  that  the  action  of  the  bankers  in  the  matter  was  carried 
out  with  great  wisdom. 

The  expansion  was  not  granted  too  soon  so  as  to  stimulate  un- 
healthy trade  and  speculation,  and  when  it  was  made  the  policy  of 
the  bankers  was  to  retire  the  certificates  as  soon  as  it  could  be  done 
with  safety  to  the  business  interests.  The  judgment  shown  in  the 
matter,  in  my  opinion,  was  based  upon  the  purpose  to  serve  the  best 
interests  of  the  country  and  evidenced  expert  training  of  a high  order. 
In  contrast  to  such  service  is  it  reasonable  to  expect  that  a board 
composed  of  six  nonbankers  and  one  banker  could  have  the  same 
keen  judgment  and  financial  instinct  as  the  experts  to  whom  I have 
alluded  ? 

I admit  that  there  has  been  an  undue  concentration  of  money  in 
New  York  when  it  was  not  needed  and  that  the  use  of  this  money 
has  resulted  in  great  harm.  A simple  and  effective  remedy  to  the 
evils  resulting  from  the  large  accumulation  of  money  in  New  York 
when  it  is  not  needed  in  the  active  business  of  the  country  is  easily 
obtainable.  It  is  to  have  the  central  reserve  city  banks  pay  interest 
on  a sliding  scale.  This  will  discourage  the  accumulation  when 
money  is  plentiful  and  attract  it  when  money  is  tight,  thus  affording 
a fund  from  which  to  supply  the  business  needs  of  the  country.  This 
feature  I have  treated  more  at  length  in  a previous  communication 
sent  you. 

I will  also  admit  that  the  New  York  banks  in  times  of  normal 
business  have  not  sufficiently  regarded  their  responsibility  to  the 
general  welfare,  but  they  and  the  bankers  of  all  the  large  cities  in 
times  of  financial  peril  have  risen  to  the  requirements  of  the  occasion 
and  have  rendered  wise  and  patriotic  service. 

Bankers  as  a rule  are  wise  and  public-spirited  men  and  fully  as 
much  as  any  other  class  of  professional  men  faithfully  serve  their 
various  communities.  In  view  of  all  these  facts  can  the  country 
afford  to  deprive  itself  of  the  service  of  a fair  proportion  of  them  on 
any  board  which  administers  the  monetary  machinery  of  the  Nation? 

It  is  abhorrent  that  the  workings  of  our  monetary  system  should 
be  in  the  interests  of  selfish  capitalists,  and  it  is  of  the  highest  impor- 
tance that  this  should  be  thoroughly  guarded  against,  but  in  doing 
so  do  not  go  to  the  other  extreme  and  dispense  with  the  help  that 
can  be  afforded  by  specially  trained  experts  of  high  character.  My 
suggestion  under  all  the  circumstances  would  be  to  have  a board  of 
not  less  than  11  members,  4 of  them  to  be  bankers  from  different 
parts  of  the  country  selected  by  the  stock-holding  banks,  4 business 
men  from  different  parts  of  the  country  appointed  by  the  President, 
and  3 Government  officials. 

Yours,  truly,  Kobt.  D.  Kent, 

President  Merchants  Panic  of  Passaic. 
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Passaic,  N.  J.,  July  8,  1913. 

Hon.  Robert.  L.  Owen, 

Washington,  D.  C. 

Dear  Sir:  Referring  to  the  comments  recently  sent  you  on  the 
proposed  monetary  bill,  I desire  to  call  attention  to  what  I regard  as 
a vital  error.  It  is  that  the  bill  does  not  provide  in  itself  for  the 
proper  regulation  of  monetary  operations.  It,  as  it  were,  begs  the 
question  and  delegates  to  the  board  of  control  (composed  almost 
exclusively  of  nonexperts)  the  power  to  determine  such  a policy  as 
it  may  choose.  This  leaves  the  matter  largely  one  of  uncertainty. 
What  is  proposed  is  something  like  what  would  result  if  a new  Supreme 
Court  was  organized  and  all  the  members  of  the  bench  except  perhaps 
one  were  laymen,  not  lawyers,  as  at  present.  Not  only  so,  but  nearly 
all  the  laws  were  repealed  and  the  new  court  was  expected  to  make  its 
own  laws. 

One  important  matter  that  should  be  in  the  law  itself  is  that  the 
notes  issued  to  the  different  district  banks  should  m some  prominent 
manner  indicate  the  special  bank  on  whose  account  they  were  issued. 
Being  so  designated,  they  should  not  be  paid  out  by  the  other  banks. 
In  other  words,  the  banks  should  have  them  redeemed.  This  would 
afford  a large  measure  of  contraction  and  would  give  us  what  is  the 
great  benefit  in  the  Canadian  system,  which  is  that  each  large  bank 
and  its  branches  press  the  notes  of  all  the  other  banks  to  redemption. 
To  that  extent  and  only  to  that  extent  is  the  Canadian  branch  system 
beneficial. 

One  great  objection  to  the  Bank  of  the  United  States  was  that  it 
was  in  competition  with  other  banks.  This  objection  will  apply  to  a 
great  extent  to  the  Federal  reserve  banks,  as  it  is  proposed  to  inter- 
fere with  country  banks,  reserve  city  banks,  and  central  reserve  city 
banks.  Our  present  national  system  in  this  particular  is  a decided 
success,  and  the  laws  of  trade  clearly  mark  the  function  of  each. 
Reserve  cities  and  central  reserve  cities  are  located  where  they  are  of 
the  greatest  use.  Why  upset  this  natural  development?  Supple- 
ment our  shortcomings,  but  do  not  supplant  what  is  good.  What  is 
, proposed  seems  to  be  that  the  Government  wants  to  get  into  the 
banking  business  and  through  the  law  proposes  to  force  banks  from 
doing  business  with  each  other,  which  they  are  now  doing  to  the 
great  convenience  and  advantage  of  the  whole  country. 

Yours,  very  truly, 

Robt.  D.  Kent, 

President  Merchants^  Banh  of  Passaic. 


New  York,  July  9,  1913. 

Hon.  Robert  L.  Owen, 

Chairman  Committee  on  Banking  and  Currency, 

United  States  Senate,  Washington,  D.  C. 
Dear  Sir:  We  have  been  studying  with  much  interest  the  Senate 
bill  No.  2639.  As  dealers  in  Government  bonds  we  have  naturally 
given  particular  attention  to  a study  of  section  20.  We  note  that  it 
is  planned  to  exchange  the  two  per  centum  bonds  * * * bearing 

the  circulation  privilege  theretofore  deposited  by  any  national  banking 
association  with  the  Treasurer  of  the  United  States  as  security  for  cir- 
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culatiiig  notes  for  three  per  centum  bonds  * * * without  the  cir- 

culation privilege.” 

As  there  are  over  $44,000,000  of  the  2 per  cent  bonds  not  now 
deposited  to  secure  circulating  notes,  but  which  bonds  bear  the  cir- 
culation privilege,  we  will  appreciate  it  if  you  will  advise  us  how  you 
plan  to  protect  the  holders  of  these  bonds  not  so  deposited.  The  rea- 
son why  these  bonds  have  commanded  a price  in  the  market  of  par 
or  over  is  because  the  holders  have  known  that  at  any  time  a national 
bank  was  to  be  organized  or  a national  bank  desired  to  mcrease  its 
circulation,  they  could  find  a market  for  their  bonds  with  such  banks. 
These  bonds  also  have  been  available  to  secure  public  moneys  depos- 
ited with  national  banks.  In  fact,  $13,747,000,  or  thereabouts,  of 
these  bonds  are  now  deposited  with  the  Treasurer  of  the  United  States 
to  secure  public  moneys.  With  the  circulation  privilege  taken  away 
and  also  the  special  use  as  security  for  public  deposits,  these  bonds 
would  only  be  available  for  ordmary  mvestment  purposes  and,  we 
fear,  would  depreciate  greatly  in  market  value. 

Under  prevailing  conditions  in  the  investment  bond  market  any 
substantial  increase  in  the  amount  of  Government  bonds  available 
only  for  ordinary  investment  purposes  would,  we  fear,  so  depress  the 
market  value  of  Government  bonds  as  to  seriously  injure  the  Govern- 
ment’s borrowing  power,  so  that  if  the  Government  should  find  it  nec- 
essary to  come  into  the  market  as  a borrower  of  any  large  amount  of 
money  it  might  be  compelled  to  pay  as  high  as  SJ  per  cent  or  perhaps 
even  as  high  as  3f  ])er  cent  or  4 per  cent.  While  the  depreciation  in 
the  market  value  of  Government  bonds  to  this  basis  would  be  a very 
serious  matter  for  investment  holders,  it  would  be  a still  more  serious 
matter  for  the  Government.  It  is  for  this  reason  that  we  are  inquir- 
ing what  provision  it  is  intended  to  make  for  the  protection  of  the  2 
per  cent  bonds  from  which  the  circulation  privilege  and  the  privilege 
of  use  as  security  for  public  deposits  would  be  withdrawn  by  the 
enactment  of  the  proposed  new  currency  law  in  its  present  form. 

In  drafting  the  bill  this  matter  has  evidently  been  considered  to 
some  extent,  because  on  the  fourth  line  from  the  top  of  page  30  we 
note  a provision  that  at  the  expiration  of  20  years  from  the  passage 
of  the  act  every  holder  of  United  States  2 per  cent  bonds  then 
outstanding  shall  receive  in  exchange  3 per  cent  bonds,  but  what 
is  needed  is  some  provision  to  protect  the  Government’s  credit  now, 
as  a provision  for  the  exchange  of  the  twos  for  the  threes  20  years 
hence  will  not  avert  possible  serious  disaster  to  the  Government’s 
credit  in  the  interval. 

There  is  one  question  of  detail  which  does  not  appear  to  be  brought 
out  clearly  in  section  20,  and  that  is  how  the  3 per  cent  bonds 
which  it  is  proposed  to  issue  in  exchange  for  the  twos  are  to  be  dated. 
The  section  states  that  they  are  to  be  payable  20  years  from  date  of 
issue.  Would  you  plan  to  have  the  bonds  issued  each  year,  dated 
as  of  that  year,  or  would  you  plan  to  have  the  bonds  all  dated  as  of 
the  date  of  the  passage  of  the  act  ? Of  course,  in  this  event,  it  would 
be  necessary  if  any  large  amount  of  the  twos  remained  unexchanged 
at  the  end  of  20  years  to  create  a new  series  of  bonds  having  20  years 
to  run  from  that  time. 

There  is  another  feature  of  the  situation  which  applies  to  all 
Government  bonds  having  the  circulation  privilege.  The  Govern- 
ment is  now  under  an  implied  contract  with  the  holders  of  these  bonds 
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because  of  which  fact  the  bonds  were  originally  sold  on  a lower  basis 
of  interest  than  they  otherwise  could  have  been  marketed.  By 
doing  away  with  bond-secured  currency  and  thus  withdrawing  frona 
these  bonds  the  circulation  privilege,  the  Government  is  in  the 
position  of  violating  its  contract,  because  if  the  bonds  had  been 
offered  originally  without  the  circulation  privilege  and  if  it  had  not 
been  the  policy  of  the  Government  to  require  security  for  public 
deposits,  the  Government  would  undoubtedly  have  had  to  pay  a 
higher  rate  of  interest  than  it  is  now  paying.  As  a matter  of  fact, 
the  mere  suggestion  of  new  legislation  taking  away  these  privileges 
from  Government  bonds  has  so  unsettled  the  market  that  there  is 
to-day  no  real  market  for  Government  bonds.  Bonds  held  by  execu- 
tors and  trustees  of  estates  could  not  be  sold  without  great  loss* 
The  proposed  legislation  to  some  extent  protects  the  banks,  but  are 
not  the  other  holders  equally  entitled  to  consideration?  That  is  to 
say,  if  the  Government  changes  the  contract  under  wliich  its  bonds 
have  been  placed,  should  it  not  in  some  way  indemnify  those,  whether 
banks  or  others,  who  have  bought  bonds  on  the  old  basis?  The 
foregoing  feature  of  the  situation  has  doubtless  occurred  to  you. 
Will  you  be  good  enough  to  give  us  the  benefit  of  your  views  in  regard 
thereto  ? 

Assuring  you  that  we  are  advancing  these  suggestions  not  in  a 
critical  spirit,  but  with  a desire  to  assist  in  securing  the  passage  of  a 
currency  and  banking  bill  which  will  conserve  the  credit  of  the 
Government,  provide  the  country  with  a scientific  banking  and 
currency  law,  and  at  the  same  time  avoid,  at  least  to  a reasonable 
degree,  serious  loss  to  the  present  holders  of  United  States  bonds, 
we  are. 

Yours,  very  truly,  Fisk  & Robinson. 


Bristow,  Okla.,  July  11,  1913, 

Hon.  Robert  L.  Owen, 

Washington,  D.  C. 

Dear  Senator:  I have  just  finished  reading  the  proposed  new 
currency  and  banking  bill,  with  your  speech  in  support  of  the  same. 

With  20  years’  experience  as  a national  banker  I am  unable  to  see 
how  this  is  going  to  benefit  the  small  country  banker;  if  you  can 
enlighten  me  I would  be  very  glad  to  have  you  do  so. 

Your  national  board  comes  along  and  takes  20  per  cent  of  our 
capital  stock,  which  we  practically  loose  the  use  of,  as  the  5 per  cent 
your  reserve  bank  is  supposed  to  pay  is  too  small  a return  for  money 
in  this  country.  Then,  in  addition,  you  require  us  to  keep  a reserve 
with  the  reserve  bank  of  5 per  cent  of  our  deposits.  That  I consider 
another  hardship,  which  you  claim  we  receive  compensation  in  the 
way  of  accommodations  in  stress  of  hard  times. 

That’s  an  illusion,  it  seems  to  me,  as  your  reserve  banks  are  lim- 
ited to  90  days’  time  on  accommodations  granted  to  stockholder 
banks.  That  would  do  us  country  banks  no  good;  we  have  to  bor- 
row generally  about  the  1st  of  April  to  meet  the  demand  of  our 
farmer  customers,  and  such  accommodation  must  of  necessity  run 
until  October  1 or  15,  as  that  is  the  only  time  we  could  hope  to  get 
payment  on  accommodations  granted  to  farmers. 

2737—13 3* 
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The  deposits  of  all  country  banks  in  the  Southwest  shrink  in  the 
summer,  as  the  farmers  need  and  use  their  money  during  the  crop 
season;  the  result  is  that  country  bankers  must  borrow  to  take  care 
of  the  demand  of  the  small  farmer.  You  tie  part  of  our  available 
cash  reserve  up  with  the  reserve  banks,  consequently  compelling  us 
to  lower  it  with  correspondent  bank,  with  whom  we  have  been  get- 
ting our  accommodations  as  needed.  And  as  the  extent  of  our 
credit  with  our  correspondent  bank  depends  largely  on  the  amount 
of  daily  balances  we  are  able  to  keep  with  them  your  bill  reduces 
the  extent  of  our  borrowing  ability. 

Unless  the  President  (who  is  given  the  authority  to  appoint  four 
of  the  national  reserve  board)  appoints  men  experienced  in  banking 
methods  I fear  that  confusion  will  result  all  over  the  country. 

If  you  can  explain  away  my  apprehensions  along  these  lines  I 
would  certainly  be  pleased  to  have  you  do  so. 

Yours,  very  truly,  C.  J.  Benson, 

President  Bristow  National  Banlc. 


The  Federal  Reserve  Act  (H.  R.  6454  and  S.  2639),  Simultane- 
ously Introduced  in  the  Senate  and  the  House  of  Repre- 
sentatives, June  26,  1913,  Reviewed  by  James  B.  Forgan, 
President  First  National  Bank,  Chicago,  III. 

FEDERAL  RESERVE  DISTRICTS. 

Section  2 provides  for  the  organization  of  “not  less  than  twelve’’ 
Federal  reserve  districts,  in  which  there  shall  be  established  12  Fed- 
eral reserve  banks,  to  which  national  banks  are  required  to  subscribe 
the  capital  to  the  extent  of  20  per  cent  of  their  own  capital,  one-half 
to  be  paid  in  cash,  the  other  half  to  be  subject  to  call.  The  minimum 
capital  of  any  Federal  reserve  bank  to  be  $5,000,000. 

The  currency  commission  of  the  American  Bankers’  Association,, 
in  its  answer  to  question  No.  13  of  questions  formulated  by  a sub- 
committee of  the  Banking  and  Currency  Committee  of  the  United 
States  Senate,  placed  itself  on  record  as  follows  in  regard  to  the 
number  there  should  be  of  Federal  reserve  banks  or  associations,  and 
I am  heartily  in  accord  with  them : 

In  our  opinion  one  central  reserve  association  with  branches  would  best  serve  our 
present  necessities.  Failing  that,  a small  number  of  regional  reserve  associations, 
also  with  branches,  might  be  organized  to  serve  the  purpose.  The  smaller  the  number 
of  regional  reserve  associations,  however,  the  more  effective  the  reserve  control.  If 
there  are  to  be  a number  of  regional  reserve  associations,  they  should  be  under  some 
kind  of  central  control  in  which  both  the  Government  and  the  various  associations 
should  have  representation. 

Three  objections  to  the  regional  reserve  associations  occur  toVis: 

First.  They  will  divide  the  cash  reserves  of  the  country  into  as  many  different  own- 
erships as  there  are  regional  associations.  No  individual  bank  can  now  strengthen  its 
cash  reserves  without  at  the  same  time  and  to  the  same  extent  depleting  the  reserve 
of  some  other  bank;  so  with  the  regional  reserve  associations,  no  one  of  them  will  be 
able  to  strengthen  its  cash  reserves  without  drawing  them  from  and  reducing  to  the 
same  extent  the  reserve  of  one  of  the  other  associations. 

Second.  In  connection  with  the  shipping  of  reserve  money  from  one  section  of  the 
country  to  another.  Under  one  central  reserve  association  with  branches  this  could 
be  accomplished  without  change  of  ownership  of  the  money  shipped,  as  it  would  belong 
to  the  one  association  irrespective  of  what  branch  had  custody  of  it.  In  the  case  of 
independent  regional  reserve  associations  no  such  transfer  of  reserve  money  could  be 
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made  from  one  region  to  another  without  a change  in  ownership.  It  would  increase 
the  reserve  of  the  association  that  receives  it  and  deplete  by  a similar  amount  the 
reserve  of  the  association  that  ships  it.  In  times  of  financial  stress,  when  each  regional 
reserve  association  would  be  husbanding  its  resources  for  the  benefit  of  its  own  con- 
stituents, this  might  produce  an  undesirable  and  awkward  situation,  the  interests  of 
the  various  sections  of  the  country  being  at  variance.  Such  effect  would  be  inten- 
sified in  direct  ratio  to  the  number  of  regional  reserve  associations. 

And  third.  Under  one  ownership  and  control  of  the  reserves  transfers  of  funds 
could  under  normal  conditions  be  accomplished  by  book  entries  rather  than  by  the 
shipment  of  money. 


FEDERAL  RESERVE  BANKS. 

Section  3:  Federal  reserve  banks  may  establish  branches  in  their 
districts,  the  total  number  of  such  branches  not  to  exceed  one  for 
each  $500,000  of  their  capital.  As  it  is  quite  practical  that  branches 
can  be  made  to  afford  the  banks  in  their  immediate  vicinities  all 
the  facilities  that  the  Federal  reserve  banks  can  afford  them,  another 
good  reason  is  here  offered  for  keeping  the  Federal  reserve  banks 
down  to  the  smallest  number  deemed  politically  practical  or  possible. 
From  the  standpoint  of  hnancial  stability  and  strength  there  is  not 
a doubt  in  my  mind  that  one  central  reserve  association  with  branches 
in  which  all  the  reserves  of  all  the  banks  could  be  mobilized  and 
controlled  would  best  serve  the  purposes  of  all  business  interests  in 
all  sections  of  the  country.  Not  a single  valid  reason  from  a busi- 
ness standpoint  has  been  put  forth  in  favor  of  their  multiplication. 
Let  us,  then,  have  as  few  as  possible.  And  on  page  3,  line  4,  of  the 
bill,  after  the  word  “not,’'  omit  the  word  “less”  and  substitute  in 
lieu  thereof  the  word  “more.”  I venture  to  predict  that  within  10 
years,  if  12  Federal  reserve  banks  are  now  established.  Congress  will 
be  called  upon  by  the  business  interests  of  the  country  to  pass  an  act 
consolidating  them  into  one.  I believe  time  and  experience  will 
prove  the  truth  of  the  adage  “in  unity  there  is  strength.” 

DIRECTORS  OF  FEDERAL  RESERVE  BANKS. 

Section  4 provides  that  the  directors  of  the  Federal  reserve  banks 
shall  have  powers  similar  to  those  of  directors  of  national  banks, 
except  as  extended  or  limited  by  this  act.  They  are  to  be  of  three 
classes.  Class  A.  Three  to  be  elected  by  and  to  be  the  representa- 
tives of  the  stockholding  banks.  Class  B.  Three  to  represent  the 
general  public  interests  of  the  district,  to  be  also  elected  by  the  stock- 
holding banks,  but  to  be  subject  to  removal  by  the  Federal  reserve 
board  if  it  should  appear  that  they  or  any  of  them  do  not  fairly  rep- 
resent the  commercial,  agricultural,  or  industrial  interests  of  their 
district.  Class  C.  Three  to  be  chosen  by  the  Federal  reserve  board, 
one  of  whom  shall  be  designated  by  said  board  as  chairman  of  the 
board  of  directors  and  as  “Federal  reserve  agent.”  Said  board  shall 
also  fix  liis  annual  compensation. 

It  must  be  assumed  that  the  chairman  of  the  board  of  directors,  as 
designated  and  appointed  by  the  Federal  reserve  board  will  be  the 
principal  executive  officer  of  the  Federal  reserve  bank,  and  as  he  is 
subject  to  removal  by  the  Federal  reserve  board  without  notice  he 
will  be  directly  under  the  domination  and  control  of  that  board. 
This,  with  the  power  to  remove  the  three  directors  representing  the 
public  interests,  places  the  management  of  the  Federal  reserve  banks 
directly  under  the  domination  and  control  of  the  Federal  reserve' 
board,  a politically  appointed  body. 
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DIVISION  or  EAKNINGS. 

Section  7 : As  the  act  provides  that  after  the  payment  of  5 per 
cent  dividends  to  shareholders  a surplus  of  20  per  cent  shall  be 
accumulated,  giving  the  stock  a book  value  of  $120,  at  which  price 
new  banks  coming  in  then  will  have  to  pay  for  it,  the  dividend  should 
be  increased  to  6 per  cent,  which,  when  the  book  value  and  cost  of  the 
stock  is  $120,  would  only  yield  5 per  cent  an  the  amount  invested. 

A further  reason  why  the  stock  dividends  should  be  more  than  5 
per  cent  per  annum  is  that  in  addition  to  supplying  the  Federal  re- 
serve banks  with  their  capital,  aggregating  $105,000,000,  they  will 
also  supply  them  with  deposits  aggregating  $410,000,000.  These 
figures  are  based  solely  on  what  is  compulsory  on  the  national  banks. 
If  the  State  banks  can  be  brought  in,  the  figures  would  at  least  be 
doubled.  The  profits  of  the  Federal  reserve  banks  will  therefore  be 
almost  entirely  made  on  the  use  of  funds  belonging  to  the  stockhold- 
ing banks  and  will  at  the  same  time  be  almost  entirely  obtained 
from  these  banks.  The  stockholding  banks  will  get  nothing  on  their 
deposits,  by  far  the  greater  part  of  their  contribution.  It  would 
therefore  seem  only  fair  and  equitable  that  if  the  profits  will  warrant 
it,  they  should  receive  more  than  5 per  cent  on  their  capital  invest- 
ment. 

PENALTY  FOR  NONCOMPLIANCE  WITH  PROVISIONS  OF  THIS  ACT. 

Section  8 provides  that  national  banks  failing  within  one  year  to 
comply  with  the  provisions  of  this  act  shall  be  dissolved. 

The  bill  should  surely  be  made  sufficiently  attractive,  not  only  to 
induce  existing  national  banks  to  take  advantage  of  it  without  this 
‘‘do  or  die’^  coercion,  but  to  also  induce  existing  State  banks  to 
come  into  the  national  system.  The  advantages  now  enjoyed  by 
national  banks  as  against  those  enjoyed  by  State  banks  are  nebulous. 
There  are  in  the  country  now  more  than  two  State  banks  for  every 
national  bank,  and  in  the  States  having  good  banking  laws  this  ratio 
is  much  greater  and  constantly  increasing.  In  Chicago,  a central 
reserve  city,  under  the  national  system  there  are  69  State  banks  and 
only  18  national  banks.  If  in  the  matter  of  reserves  new  burdens 
are  to  be  placed  on  national  banks  through  the  country  and  if  the 
privilege  of  acting  as  legal  reserve  agents  is  to  be  withdrawn  from 
the  banks  in  the  reserve  and  central  reserve  cities  while  the  note- 
issuing privilege  of  all  is  to  be  gradually  withdrawn,  the  principal 
present  advantages  claimed  for  the  national  banks  over  State  banks 
will  be  removed.  The  banks,  both  national  and  State,  will  have  to 
weigh  any  compensating  advantages  offered  by  the  national  system, 
under  this  act,  against  the  existing  advantages  of  operating  under 
State  laws.  Hence,  the  necessity  of  providing  a thoroughly  prac- 
tical law,  the  benefits  of  which  will  be  such  as  to  develop  and  not 
to  destroy  our  national  banking  system. 

FEDERAL  RESERVE  BOARD. 

Section  11 : This  board  is  to  consist  of  seven  members.  The  Secre- 
taries of  the  Treasury  and  of  Agriculture  and  the  Comptroller  of  the 
Currency  are  to  be  ex  officio  members.  The  other  four  members. 


BANKING  AND  CUKRENCY  LEGISLATION. 


37 


‘^one  of  whom  shall  be  experienced  in  banking/’  are  to  be  chosen  by 
the  President  of  the  United  States  with  consent  of  the  Senate.  The 
Secretary  of  the  Treasury  is  to  be  chairman  of  the  board.  One  of 
the  other  four  members,  presumably  the  one  experienced  in  banking, 
is  to  be  governor,  and  another  is  to  be  vice  governor.  The  governor 
is  to  be  the  active  managing  officer  under  the  supervision  of  the  Secre- 
tary of  the  Treasury,  and  is  liable  to  removal  for  cause  at  any  time  by 
the  President.  All  four  members  are  to  get  $10,000  a year  for  their 
services,  and  the  camptroller  is  to  get  $5,000  in  addition  to  his  present 
salary  of  $5,000.  No  member  can  be  a director  of  any  bank,  includ- 
mg  Federal  reserve  banks,  while  he  is  a member  of  this  board. 

The  President  might  find  it  difficult  to  secure  the  services  of  a 
banker  of  adequate  ability  and  banking  experience  to  fill  the  position 
of  governor.  The  salary  and  conditions  connected  with  the  office 
are  not,  it  seems  to  me,  such  as  to  attract  such  a man  unless  he  were 
willing  to  sacrifice  a great  deal  for  the  honor  of  holdmg  it.  There 
seems  no  good  busmess  reason  why  the  governor,  who  is  to  be  the 
active  managing  officer,  should  not  have  higher  compensation  than 
the  vice  governor  and  the  other  two  directors,  nor  why  the  salary  of 
the  vice  governor  should  not  be.  more  than  that  of  the  other  two 
directors.  The  ordmary  business  method  should  be  followed  of 
grading  the  official  salaries  somewhat  in  conformity  with  the  experi- 
ence and  recognized  ability  of  the  mcumbents  of  the  different  official 
positions,  as  well  as  with  the  responsibilities  placed  upon  them  and 
with  the  duties  they  are  required  to  perform. 

But  the  most  serious  objection  to  the  organization  of  the  board 
lies  in  the  method  of  selectmg  its  members.  That  a board  so  ap- 
pointed would  be  dommated  and  controlled  by  political  expediency 
is  obvious.  The  three  ex-officio  members  of  it  would  owe  their 
positions  to  their  political  affiliations,  if  not  to  their  political  activities. 
The  other  four  positions  on  the  board  would  be  included  among  the 
party  plums  and  distributed  for  party  service  as  part  of  the  spoils  of 
the  victorious  party,  just  as  similar  Government  positions  now  are. 

It  has  been  claimed  that  the  Federal  reserve  board  would  be  organ- 
ized somewhat  along  the  lines  of  the  Supreme  Court  of  the  United 
States  and  that  it  would  be  kept  as  free  from  political  influence.  I 
fail  to  see  any  analogy  between  the  organization  of  the  two  bodies, 
nor  can  I admit  that  they  would  be  equally  free  from  political  influ- 
ence. The  judges  of  the  Supreme  Court  are  appointed  for  life.  The 
governor  of  the  Federal  reserve  board  is  removable  at  any  time  by 
the  President,  and  the  members  are  appointed  for  eight  years  at  most, 
with  nothmg  to  prevent  their  removal  at  any  time  should  the  President 
request  it.  The  judges  of  the  Supreme  Court  are  selected  with  due 
regard  to  their  professional  eminence.  The  members  of  the  Federal 
reserve  board  with  one  exception  need  not  have  either  previous  expe- 
rience in  or  knowledge  of  the  banking  business,  the  destmies  of  which 
are  to  be  placed  in  their  hands.  The  duties  and  functions  of  the 
Supreme  Court  are  deliberative  in  deciding  controversies  brought 
before  it.  The  duties  of  the  Federal  reserve  board  are  administrative, 
with  full  power  of  initiative.  The  Supreme  Court  is  approachable 
only  in  public — in  open  court — by  counsel  duly  retained.  The  mem- 
bers of  the  Federal  reserve  board  will  be  individually  as  accessible  as 
the  officers  of  any  business  corporation  or  as  the  heads  of  any  other 
governmental  department.  The  Supreme  Court  is  guided  by  tradi- 


38 


BANKING  AND  CUEKENCY  LEGISLATION. 


tions  and  precedents  dating  back  to  times  immemorial.  The  Federal 
reserve  board  will  have  few,  if  any,  precedents  for  its  guidance,  and 
none  that  will  be  binding.  By  the  very  nature  of  its  existence  the 
Supreme  Court  is  placed  above  and  beyond  political  exigencies  and 
influences.  In  authority  it  is  superior  to  the  Government,  both 
legislative  and  administrative.  Not  so  the  Federal-  reserve  board, 
which  will  be  nothing  more  nor  less  than  a department  of  the  admin- 
istrative branch  of  the  Government  charged  with  the  direction  and 
control  of  the  banking  destinies  of  the  country  divided  into  12 
districts.  In  the  event  of  a district  desiring  some  special  considera- 
tion at  the  hands  of  the  Federal  reserve  board — such,  for  instance,  as 
requiring  another  district  to  rediscount  for  it — what  more  likely  than 
that  existing  methods  with  other  governmental  departments  should 
be  followed,  and  that  the  good  offices  of  the  Senators  and  congres- 
sional Representatives  of  that  particular  district  should  be  enlisted 
to  see  and  to  use  their  influence  with  the  members  of  the  board  to 
secure  from  them  the  desired  consideration. 

Banking  and  politics  are  like  oil  and  water,  they  do  not  mix,  and 
if  the  former  is  to  be  kept  sound  and  good  it  must  be  kept  separate 
from  the  latter.  The  principles  underlying  sound  banking  are  dia- 
metrically opposed  to  those  which  rightly  or  wrongly  seem  to  con- 
trol politics.  In  their  fiduciary  capacity  bankers  if  they  want  to 
succeed  and  be  faithful  to  their  trust  must  be  constantly  on  their 
guard  against  the  influence  of  such  virtues  even  as  friendship  and 
human  sympathy,  and  they  must  officially  eschew  the  insidious 
influence  of  reciprocal  personal  favors.  Such  influences  seem  to  be 
of  the  essence  of  politics  and  to  control  political  activities. 

It  seems  right  and  reasonable  that  if  there  are  to  be  not  less  than 
12  Federal  reserve  banks  there  should  be  a Federal  reserve  board  to 
supervise  and  within  reasonable  limitations  to  regulate  them.  The 
Government  should  be  properly  represented  on  the  board,  as  also 
should  be  the  commercial,  industrial,  and  agricultural  interests  of 
the  country.  And  the  contributing  banks  through  the  Federal 
reserve  banks  which  they  own  and  which  the  Federal  reserve  board 
is  to  regulate  and  direct  should  also  be  properly  represented  on  it. 
Surely  the  national  banks  without  such  representation  could  not  be 
expected,  let  alone  compelled,  to  supply  $105,000,000  capital  and 
$410,000,000  deposits  to  the  Federal  reserve  banks.  By  such  com- 
pulsion the  rights  of  property  would  have  to  be  entirely  ignored  and 
a practical  confiscation  of  the  possession  and  control  of  their  own 
property  to  the  extent  of  40  per  cent  of  their  paid-in  capital  would 
take  place.  The  directors  of  the  banks  in  their  fiduciary  capacity 
are  directly  responsible  to  their  shareholders  as  well  as  to  their 
depositors  for  the  funds  they  would  thus  be  compelled  to  place 
beyond  their  own  control.  Could  they  do  so  and  would  they  do  so 
if  they  could  find  a way  out  of  it  ? 

POWERS  OF  THE  FEDERAL  RESERVE  BOARD. 

Section  12  defines  the  authority  and  the  duties  of  the  Federal 
reserve  board. 

The  objectionable  feature  here  is  the  arbitrary  power  given  the 
Federal  reserve  board  to  require  a Federal  reserve  bank  to  redis- 
count the  paper  of  any  other  Federal  reserve  bank.  It  is  inconceiva- 
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ble  that  a condition  could  ever  arise  that  would  make  the  exercise  of 
such  arbitrary  power  necessary,  and  it  could  only  be  exercised  by 
absolutely  ignoring  and  infringing  upon  the  property  rights  of  the 
parties.  Has  socialism  so  developed  in  this  country  that  an  admin- 
istrative department  of  the  Government  will  be  given  the  power  to 
arbitrarily  compel  an  incorporated  bank  in  one  part  of  the  country, 
against  the  will  of  its  directors,  to  part  with  its  lawful  money  and 
receive  in  exchange  therefor  notes  offered  for  rediscount?  Are 
such  business  transactions  no  longer  to  be  left  to  the  option  and 
discretion  of  the  bank  owning  the  money?  Each  Federal  reserve 
bank  will  have  11  others  to  apply  to,  and  if  it  can  not  for  good  and 
satisfactory  business  reasons  obtain  rediscounts  voluntarily  from  any 
of  them  then  it  should  be  wound  up.  If  it  has  satisfactory  collateral 
to  offer,  there  is  not  the  slightest  fear  of  its  being  able  to  get  the 
accommodation  it  needs. 

REDISCOUNTS  AND  BANK  ACCEPTANCES. 

Section  13  states  the  conditions  under  which  the  Federal  reserve 
banks  are  to  rediscount  notes  and  bills  for  the  member  banks.  It 
also  grants  the  power  to  all  member  banks  to  accept  to  the  extent 
of  one-half  of  their  paid-up  capital  drafts  or  bills  of  exchange  drawn 
upon  them  at  not  exceeding  six  months^  sight  and  growing  out  of 
transactions  involving  the  importation  or  exportation  of  goods. 

These  constitute  the  two  principal  advantages  to  be  granted  by 
this  act  to  the  national  banks  that  continue  in  the  national  system 
and  to  such  State  banks  as  may  elect  to  avail  themselves  of  them. 
Their  importance  can  not  be  overstated.  The  lack  of  adequate 
facilities  for  converting  liquid  bank  assets  into  available  circulating 
or  debt-paying  media  when  necessary  is  one  of  the  principal  defects 
of  our  present  banking  system. 

Some  ambiguities  and  inconsistencies  appear  in  the  conditions 
regulating  rediscounts,  as  they  are  stated  in  the  act,  but  these  have 
already  been  brought  to  the  attention  of  the  chairman  of  the  two 
congressional  committees  having  the  act  in  charge.  They  are  non- 
essential  and  will  doubtless  be  corrected.  With  a properly  consti- 
tuted Federal  reserve  board,  competent  to  determine  and  define  the 
character  of  such  notes  as  are  to  be  available  for  rediscount,  the  con- 
ditions imposed  would  probably  work  out  satisfactorily. 

Country  banks  as  a rule  balk  at  the  45-day  limit  on  the  maturity 
of  the  ordinary  rediscountable  paper.  It  seems  to  me,  however,  that 
they  misconstrue  and  are  unnecessarily  afraid  of  this  condition. 
Every  bank  has  in  its  portfolio  notes  maturing  dady.  Any  day  on 
which  a bank  requires  a rediscount  it  has  all  the  paper  in  its  port- 
folio that  has  been  made  ‘Tor  agricultural,  industrial,  or  commer- 
cial purposes’’  that  matures  within  the  next  45  days  available  for 
that  purpose.  The  loans  may  have  been  originally  made  for  much 
longer  periods,  but  there  comes  a time  when  they  will  mature  within 
45  days.  Loans  to  farmers  are  made  for  agricultural  purposes  as  a 
rule  and  would  without  doubt  be  made  available  for  rediscounting 
purposes.  Of  such  loans  in  hand,  made  from  day  to  day  in  the  ordi- 
nary course  of  business  for  6 months’  periods,  one-fourth  would 
naturally  mature  within  45  days,  and  for  3 months’  periods  one- 
half  would  similarly  mature.  On  any  given  day  a bank  sending  in 
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for  rediscount  such  of  its  available  paper  on  hand  as  matures  in,  say, 
from  10  to  45  days  would  10  days  later  have  the  maturities  of  another 
10  days  become  available.  In  order  that  the  assets  of  the  reserve 
banks  should  be  kept  as  liquid  as  possible  it  is  certainly  most  desirable 
that  rediscounts  granted  by  them  should  be  on  short  maturities. 
The  country  banks  would  have  no  difficulty  in  adjusting  themselves 
to  this  condition  by  simply  so  regulating  the  maturities  of  their 
loans  as  to  always  have  sufficient  of  them  maturing  within  45  days 
and  so  made  available  for  rediscounting  purposes.  By  so  doing 
they  would  materially  strengthen  their  own  condition,  even  if  they 
should  not  find  rediscounts  necessary. 

In  regard  to  the  power  to  be  given  all  member  banks  to  accept  time 
drafts  drawn  on  them;  all  banks  do  not  need  this  power,  and  I think 
it  is  doubtful  if  they  should  all  have  it.  It  seems  to  me  that  only 
those  having  a specified  strength  from  the  standpoint  of  paid-in  capi- 
tal should  enjoy  this  privilege.  Only  such  as  could  give  acceptances 
that  would  pass  as  prime  bills  in  the  money  markets  open  for  such 
paper;  otherwise  there  might  be  about  as  much  difficulty  in  judging 
the  quality  of  bank  acceptances  afloat  in  the  market  as  there  was  in 
connection  with  the  State  bank  note  issues  before  the  national  bank- 
ing system  was  inaugurated.  The  possibilities  of  an  undue  inflation 
of  credit  resulting  from  the  use  or  misuse  of  such  acceptances  should, 
in  my  judgment,  be  guarded  against  by  restricting  the  privilege  to 
banks  having  a paid-in  capital  of  not  less  than  $1,000,000. 

NOTE  ISSUES. 

Section  17 : This  section  states  the  conditions  and  regulations  under 
which  circulating  notes,  to  be  known  as  Federal  reserve  Treasury 
notes,  are  to  be  issued  by  the  Government  to  the  Federal  reserve 
banks,  and  by  them  to  be  paid  out  and  redeemed.  Stated  concisely 
these  conditions  and  regulations  are: 

1.  The  issue  is  primarily  limited  to  $500,000,000. 

2.  The  issue  may  be  increased  as  national-bank  notes  are  retired 
at  the  maximum  rate  of  5 per  cent  per  annum  of  the  amount  of  such 
notes  outstanding  at  the  time  of  the  passage  of  this  act.  All  national- 
bank  notes  outstanding  are  to  be  retired  at  the  expiration  ol  20  years 
from  the  passage  of  this  act. 

3.  The  notes  shall  purport  on  their  face  to  be  the  obligations  of  the 
United  States. 

4.  They  shall  be  issued  solely  for  the  purpose  of  making  advances 
to  Federal  reserve  banks  at  the  discretion  of  the  Federal  reserve 
board. 

5.  They  shall  be  receivable  for  taxes,  customs,  and  other  public 
dues. 

6.  They  shall  be  redeemed  in  gold  on  demand  at  the  Treasury 
Department  in  Washington  or  at  any  Federal  reserve  bank. 

7.  When  redeemed  by  any  such  bank  they  may  be  charged  by  it 
against  Treasury  balances  on  its  books,  or  may  be  paid  out  of  its 
lawful  money  reserves  specifically  held  for  their  ledemption. 

8.  Federal  reserve  banks  must  accompany  their  applications  for 
them  with  a tender  to  the  local  Federal  reserve  agent  of  notes  and 
bills  which  they  have  rediscounted  equal  in  amount  to  the  sum  of 
the  notes  applied  for. 
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9 The  Federal  reserve  board  may  at  any  time  call  upon  the  Fed- 
eral reserve  banks  foi  additional  deposits  of  security 

10.  The  Federal  reserve  banks  shall  hold  segregated  in  their  own 
vaults  gold  or  lawful  money  equal  to  33 J per  cent  of  the  amount  of 
Federal  reserve  Treasury  notes  paid  out  or  disbursed  by  them. 

11.  The  Federal  reserve  board  may  require  Federal  reserve  banks 
to  maintain  in  the  Treasury  of  the  United  States  a 5 per  cent  redemp- 
tion fund  against  the  Federal  reserve  Treasury  notes  issued  to  them, 
which  shall  be  included  as  part  of  the  33J  per  cent  reserve  required. 

12.  When,  on  the  application  of  the  Federal  reserve  banks,  notes 
are  issued  to  them,  the  amount  so  issued  shall  be  charged  to  them 
and  they  shall  pay  interest  on  said  amount  at  such  rate  as  the  Fed- 
eral reserve  board  may  establish. 

13.  The  amount  of  such  notes  so  issued  to  any  such  bank  shall, 
upon  delivery,  become  a first  lien  on  all  its  assets. 

14.  Any  Federal  reserve  bank  may  at  any  time  reduce  its  liability 
for  outstanding  notes  by  depositing  Federal  reserve  Treasury  notes, 
whether  issued  to  it  or  to  some  other  such  bank,  other  lawful  money 
or  gold  bullion,  with  the  Federal  reserve  agent  or  with  the  Treasurer 
of  the  United  States. 

While  these  Federal  reserve  notes  are  to  purport  on  their  face  to 
be  the  obligations  of  the  United  States,  they  are  in  fact  to  be  pri- 
marily the  obligations  of  the  Federal  reserve  banks  guaranteed  by 
the  Government.  The  Federal  reserve  banks  are  primarily  charged 
with  their  redemption.  For  these  primary  obligations  of  the  Fed- 
eral reserve  banks  the  notes  are  made  a first  and  paramount  lien  on 
a71  their  assets,  besides  being  collaterally  secured  by  them  by  a 
specific  pledge  of  commercial  paper  of  equal  amount  and  by  the 
segregation  of  gold  or  other  lawful  money  equal  to  33§  per  cent  of 
the  amount  of  them  outstanding.  They  are  also  to  be  redeemable 
at  the  United  States  Treasury,  but  the  funds  for  that  purpose  are  to 
be  supplied  by  the  Federal  reserve  banks.  Unless,  therefore,  the 
Federal  reserve  banks  default  in  their  obligation  to  redeem  the  notes 
the  Government  will  not  be  required  to  pay  or  redeem  them  with  its 
own  funds.  It  is  a good  principle  in  business  that  the  real  purport 
of  an  obligation  should  be  unequivocally  expressed  in  the  contract. 
The  plain,  straightforward,  and  businesslike  way  to  express  the  con- 
tract contained  in  these  notes  is  to  make  them  the  direct  obligation 
of  the  banks  that  pay  them  out  and  that  are  primarily  responsible 
for  the  redemption  of  them;  and  if  the  United  States  is  to  guarantee 
their  final  payment,  let  that  obligation  also  appear  on  their  face  in 
the  form  of  a guaranty. 

There  appears  to  be  an  inconsistency  or  ambiguity  in  connection 
with  the  interest  to  be  charged  the  Federal  reserve  banks  on  the 
amount  of  notes  delivered  to  them.  These  banks  could  not  afford 
to  pay  interest  on  the  notes  until  they  actually  have  the  use  of  them 
by  paying  them  out.  The  intention  must  be  to  charge  interest  on 
the  amount  paid  out  and  put  in  circulation. 

It  may  be  remarked  that  any  interest  charged  by  the  Government 
on  the  amount  of  notes  issued  to  the  Federal  reserve  banks  must  nec- 
essarily reduce  by  a like  amount  the  net  profits  to  be  paid  by  theso 
banks  to  the  Government.  The  Government’s  object,  therefore,  in 
charging  interest  which  it  must  pay  itself  is  not  quite  obvious. 
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It  seems  unnecessary  that  the  Federal  reserve  banks  should  be 
required  to  specifically  pledge  a part  of  their  assets  as  security  for  the 
notes  issued  to  them  when  such  notes  are  a first  and  paramount  lien 
on  all  their  assets.  The  whole  includes  a part. 

The  machinery  provided  for  the  handling  of  these  note  issues  seems 
to  have  been  made  unnecessarily  cumbersome  and  complicated  by  an 
attempt  to  embody  in  the  plan  the  erroneous  principle  that  to  the 
Government  belongs  the  exclusive  prerogative  of  issuing  the  circu- 
lating medium.  The  experience  of  the  world  is  that  it  is  better  for  a 
government  to  provide  the  paper  circulating  medium  indirectly 
through  properly  organized  banks  under  strict  government  super- 
vision rather  than  put  the  credit  of  the  government  at  issue  with 
every  note  placed  in  circulation.  Troublesome  times  come  to  every 
community  and  to  every  nation,  and  it  is  better  then  to  have  the  credit 
of  the  banks  called  in  question  than  the  credit  of  the  government 
itself. 

The  proposed  hybrid  form  of  Federal  reserve  notes — half  Govern- 
ment and  half  bank  obligations— had  better  be  either  the  one  or  the 
other.  As  bank  notes  they  would  be  amply  secured  without  the 
superfluous  Government  guaranty.  Issued  by  the  banks  when  and 
as  needed,  they  would  more  readily  automatically  adjust  themselves 
in  volume  to  the  actual  commercial  needs  for  them.  As  obligations 
of  the  Government  they  are  likely,  as  do  our  present  Government 
issues  and  our  Government  bond  secured  national-bank  notes,  to 
remain  out  too  long  in  circulation,  no  active  redemption  of  them 
being  deemed  necessary.  It  should  not  be  overlooked  that  it  is  the 
active  and  constant  redemption  of  a circulating  medium  that  makes 
it  elastic.  Expansion  without  contraction  is  not  elasticity,  but  infla- 
tion. I would  very  much  fear  inflation  in  connection  with  such  an 
issue  as  is  proposed.  The  suggestion  that  the  Federal  reserve  banks 
issue  the  notes  and  maintain  a 50  per  cent  reserve  against  them,  being 
taxed  when  their  reserves  fall  below  that  figure,  the  tax  to  increase  as 
the  reserves  diminish,  is  a good  one  and  worthy  of  careful  consider- 
tion. 


TRANSIT  ITEMS  HANDLED  BY  FEDERAL  RESERVE  BANKS. 

Section  17  further  provides  that  Federal  reserve  banks  must  re- 
ceive on  deposit  at  par  and  without  charge  for  exchange  or  collection 
checks  or  drafts  drawn  on  any  of  its  depositors  or  by  any  of  its  deposi- 
tors on  any  other  depositor  and  checks  and  drafts  drawn  by  any 
depositor  in  any  other  Federal  reserve  bank  on  the  bank  last  men- 
tioned. This  provision  seems  to  contemplate  that  each  Federal 
reserve  bank  will  collect  free  of  cost  for  each  of  its  depositing  banks 
checks  drawn  on  all  other  depositing  banks  in  its  district.  To  carry 
this  out  would  require  quite  a large  office  force,  but  if  it  could  be 
satisfactorily  accomplished  there  might  be  some  economy  in  it. 

TRANSFERS  OF  FUNDS. 

Itis  further  provided  in  section  17  that  the  Federal  reserve  board 
shall  make  regulations  governing  the  transfer  of  funds  at  par  among 
Federal  reserve  banks  and  that  it  may  at  its  discretion  exercise  the 
functions  of  a clearing  house  for  such  Federal  reserve  banks  and  may 
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also  require  each  such  bank  to  exercise  clearing-house  functions  for 
its  shareholding  banks. 

As  the  transfer  of  funds  from  one  Federal  reserve  bank  to  another 
would  inevitably  sometimes  involve  the  shipment  of  funds  by  express, 
it  is  not  quite  apparent  how  the  Federal  reserve  board  could  make 
regulations  governing  such  transfers  always  at  par.  Nor  is  it  quite 
apparent  how  the  Federal  reserve  board  located  in  Washington  could 
exercise  clearing-house  functions  for  the  12  Federal  reserve  banks, 
as  such  functions  are  at  present  understood.  The  banks  in  each 
district  would  even  be  too  widely  scattered  for  the  Federal  reserve 
bank  of  the  district  to  exercise  for  them  clearing-house  functions, 
except  possibly  in  regard  to  the  handling  of  country  checks,  com- 
monly known  as  transit  items.  Local  checks,  which  are  all  that 
most  clearing  houses  now  handle,  would  have  to  continue  to  be  cleared 
through  local  clearing  houses.  Arrangements  might  be  made,  how- 
ever, to  settle  clearing-house  balances  by  checks  on  the  Federal 
reserve  bank  of  the  district. 

NATIONAL-BANK  NOTES  TO  BE  RETIRED  AND  GOVERNMENT  2 PER  CENT 
' BONDS  REFUNDED. 

Sections  18,  19,  and  20  provide  satisfactorily  for  the  gradual  retire- 
ment of  the  present  bond-secured  national  bank  notes  and  the  refund- 
ing of  the  2 per  cent  Government  bonds  pledged  as  security  for  them 
into  3 per  cent  bonds  payable  after  20  years  at  the  rate  of  5 per  cent 
per  annum  for  20  years,  at  the  end  of  which  time  every  holder  of  2 
per  cent  Government  bonds  then  outstanding  shall  receive  in  ex- 
change 3 per  cent  bonds  payable  20  years  from  date  of  issue.  It  will 
be  noticed  that  the  3 per  cent  bonds  the  banks  are  to  receive  in  ex- 
change for  the  2 per  cent  bonds  which  they  may  surrender  at  the  rate 
of  5 per  cent  per  annum  of  their  holdings  are  payable  ‘‘after  20  years, 
while  the  3 per  cent  bonds  which  the  holders  of  the  2 per  cent  bonds 
are  to  get  in  exchange  for  them  at  the  expiration  of  20  years  are  to 
have  a definitely  fixed  date  of  payment,  viz,  “20  years  from  date  of 
issue.’’  This  looks  like  an  error  in  the  drawing  of  the  biU,  as  the 
Government’s  practice  is  to  make  such  bonds  payable  after  a certain 
date  at  its  pleasure. 


BANK  RESERVES. 

Section  21 : This  section  regulates  bank  reserves.  Concisely 
stated,  the  regulations  are  as  follows: 

1 . That  every  national  bank  shall,  within  60  days  after  the  estab- 
lishment of  a Federal  reserve  bank  in  its  district,  deposit  with  such 
Federal  reserve  bank  3 per  cent  of  its  total  demand  liabilities  and  at  the 
end  of  14  months  shall  increase  such  deposit  to  5 per  cent.  Such 
deposit  balance  may  be  increased  but  shall  at  no  time  fall  below  the 
amounts  aforesaid. 

COUNTRY  BANKS. 

2.  National  banks,  classified  as  country  banks,  outside  of  central 
reserve  and  reserve  cities,  are  required  to  maintain  a 15  per  cent 
reserve.  Such  reserve  shall  consist  of  5 per  cent  lawful  money  in 
their  vaults,  5 per  cent  as  above  provided  for  with  their  district  Fed- 
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eral  reserve  bank,  and  for  36  months  5 per  cent  with  their  legal 
reserve  agents;  after  36  months  this  5 per  cent  must  consist  either 
of  lawful  money  in  their  vaults  or  of  balances  on  deposit  with  the 
Federal  reserve  bank  of  their  district;  with  this  proviso,  that  the 
Federal  reserve  board  may  in  its  discretion  permit  the  last-mentioned 
5 per  cent  to  be  on  deposit  with  any  bank  in  a reserve  or  central 
reserve  city. 

BANKS  IN  RESERVE  CITIES. 

3.  Banks  in  reserve  cities  from  and  after  the  date  set  by  the  Sec- 
retary of  the  Treasury  for  the  incorporation  of  the  Federal  reserve 
banks  in  their  various  districts  shall,  for  a period  of  26  months, 
maintain  a reserve  of  25  per  cent,  for  12  months  thereafter  a reserve 
of  22^  per  cent,  and  permanently  thereafter  a reserve  of  20  per  cent. 
For  60  days  from  the  above-named  date  they  shall  keep  12§  per  cent 
in  lawful  money  in  their  vaults  and  thereafter  10  per  cent.  They 
may  keep  their  additional  reserve,  above  the  lawful  money  required, 
either  with  the  Federal  reserve  bank  or  with  the  reserve  agent  in  the 
central  reserve  cities  for  a period  not  exceeding  36  months,  but  the 
balance  of  3 per  cent  and  5 per  cent,  respectively,  on  deposit  with  the 
Federal  reserve  bank  shall  not  be  diminished. 

BANKS  IN  CENTRAL  RESERVE  CITIES. 

4.  Central  reserve  city  banks,  for  a period  of  14  months,  shall 
maintain  a reserve  in  lawful  money  of  25  per  cent,  thereafter  for  12 
months  22^  per  cent,  and  after  26  months  20  per  cent.  For  a period 
of  60  days  they  shall  maintain  in  their  own  vaults  in  lawful  money 
20  per  cent  and  thereafter  10  per  cent.  It  shall  be  optional  with 
them  to  kee])  their  reserve,  in  addition  to  the  lawful  money  required 
in  their  vaults,  either  in  their  own  vaults  or  as  a deposit  with  the 
Federal  reserve  bank  of  their  district;  provided,  however,  that  the  3 
per  cent  and  5 per  cent  balances  with  the  Federal  reserve  banks  shall 
not  be  diminished. 

I would  draw  attention  to  two  inconsistencies  in  these  regulations: 
(1 ) It  is  no t stated  what  the  banks  in  the  reserve  cities  will  be  requu’ed 
to  do  with  their  additional  reserve  above  the  lawful  money  they  are 
required  to  maintain  after  the  36  months’  period  durmg  which  they 
may  keep  it  either  with  the  Federal  reserve  banks  or  with  a reserve 
agent  in  a central  reserve  city.  This  is  evidently  an  inadvertent 
omission. 

(2)  The  central  reserve  city  banks  for  a period  of  14  months  are 
required  to  maintain  a reserve  in  lawful  money  of  25  per  cent,  there- 
after for  12  months  22J  per  cent,  and  after  26  months  20  percent. 
This  must  mean  a ^ ‘legal  reserve, ’’not  “a  reserve  in  lawful  money,  ” 
as  the  next  sentence  permits  them  to  immediately  reduce  theirreserve 
in  lawful  money  to  20  per  cent  and  after  60  days  to  10  per  cent. 

A committee  of  the  currency  commission  of  the  American  Bankers’ 
Association  has  criticized  this  section  as  follows,  and  as  their  criticism 
expresses  my  views  I will  here  quote  it. 

The  reserve  requirements  in  the  bill  will,  it  is  believed,  bear  most  hardly  upon  country 
banks  and  seriously  curtail  their  ability  to  extend  accommodations  to  their  customers 
as  compared  with  the  requirements  under  existing  law.  It  is  suggested  that  no  plan 
to  redistribute  deposits  with  a view  to  eliminating  concentration  at  centers  should  over- 
look the  natural  flow  of  commerce  between  the  country  and  the  flnancial  centers  which 
contributes  a natural  part  of  the  concentration  of  funds  at  centers,  as  distinguished 
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from  the  artificial  or  unnatural  concentration  there.  While  the  bill  makes  the  require- 
ment of  reserve  in  the  same  percentage  as  under  existing  law,  it  does  in  effect  increase 
the  requirement  of  actual  cash  means,  since  country  banks  would  find  it  necessary  in 
addition  to  the  reserve  specified  to  carry  considerable  balances  in  reserve  cities  to 
enable  them  to  transact  their  customers’  business  conveniently  and  in  order  to  main- 
tain a relation  that  will  establish  a privilege  of  borrowing  upon  collateral  such  as  would 
not  be  available  for  discount  with  Federal  reserve  banks. 

The  same  reasons  apply  measurably  to  reserve  city  banks. 

To  this  I would  add  that  in  the  case  of  the  reserve  and  central 
reserve  city  banks,  to  the  extent  that  the  legal  reserve  deposits  of  the 
banks  are  withdrawn  from  them  their  loaning  power  will  be  propor- 
tionately curtailed  and  the  contraction  of  credits  which  this  would 
cause  might  produce  a serious  situation.  The  answer  that  has  been 
made  to  this,  that  they  will  be  able  to  rediscount  with  the  Federal 
reserve  banks  does  not  cover  the  case,  as  their  necessities  might  easily 
be  greater  than  their  rediscounting  privilege,  and  it  would  be  the 
reserve  of  conservative  banking  and  might  produce  a very  bad 
condition  were  they  to  rediscount  too  freely. 

The  committee  above  referred  to  have  recommended  that  section  18 
of  the  bill  be  stricken  out  and  the  following  inserted  in  lieu  of  it: 

It  shall  be  the  duty  of  all  member  banks  to  maintain  reserves  as  hereinafter  stated 
against  all  demand  deposits  which  shall  include  time  deposits  maturing  within  45 
days,  to  wit:  Country  banks,  15  per  cent;  reserve  city  banks,  18  per  cent;  central 
reserve  city  banks,  20  per  cent. 

In  the  case  of  a country  bank  such  reserves  shall  consist  of  not  less  than  5 per  cent 
of  lawful  money  in  its  vault  and  not  less  than  3 per  cent  with  its  district  Federal  reserve 
bank;  7 per  cent  may  consist  of  balances  due  from  reserve  agents  approved  by  the 
Comptroller  of  the  Currency. 

In  the  case  of  a reserve  city  bank  such  reserve  shall  consist  of  not  less  than  6 per 
cent  lawful  money  in  its  vault,  and  not  less  than  6 per  cent  with  its  district  Federal 
reserve  bank.  Six  per  cent  may  consist  of  balances  due  from  reserve  agents  approved 
by  the  Comptroller  of  the  Currency. 

In  the  case  of  a central  reserve  city  bank,  such  reserve  shall  consist  of  not  less  than 
10  per  cent  lawful  money  in  its  vaults  and  not  less  than  10  per  cent  with  its  district 
Federal  reserve  bank. 

Provided,  That  when  the  date  is  set  by  the  Secretary  of  the  Treasury  and  officially 
announced,  the  deposits  of  reserve  hereinabove  required  to  be  placed  with  Federal 
reserve  banks  shall  be  made  as  follows:  One-third  in  not  less  than  60  days,  one-third 
in  not  less  than  14  months,  and  one-third  in  not  less  than  26  months  after  such  date. 

It  is. worthy  of  mention  here  that  the  minimum  reserve  deposits 
of  the  national  banks  in  the  Federal  reserve  banks,  which  equal  5 
per  cent  of  their  deposits,  and  which,  therefore — based  on  the  present 
aggregate  deposits  of  the  national  banks — would  amount  to 
$410,000,000,  are  to  be  absolutely  impounded.  ‘hSuch  balances 
may  at  any  time  be  increased,  but  shall  at  no  time  be  allowed  to  fall 
below  the  amounts  aforesaid.’’  Under  such  a condition  can  such  bal- 
ances be  considered  reserves  at  all  ? What  are  reserves  for  if  not  for 
use  in  emergencies  ? They  would  be  unavailable  at  any  time  or  for 
any  purpose  prior  to  the  liquidation  of  the  banks  to  which  they 
belong. 

LOANS  ON  FARM  LANDS. 

Section  27  permits  national  banks  located  outside  of  reserve  and 
central  reserve  cities  to  make  first-mortgage  loans  to  the  extent  of  25 
per  cent  of  their  capital  or  50  per  cent  of  their  time  de})osits  on  farm 
lands  in  their  own  district  for  50  per  cent  of  their  value  and  for  not 
exceeding  nine  months. 
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As  farm-mortgage  loans  are  usually  made  for  a much  longer  period 
than  nine  months,  and  necessarily  so,  this  privilege  will  be  of  little 
or  no  advantage  to  the  national  banks  in  competition  with  State 
banks  and  other  concerns  doing  a regular  farm-loan  business. 

Section  28  permits  national  banks  having  a capital  of  $1,000,000 
or  more  under  specified  conditions  and  such  other  conditions  as  may 
be  prescribed  by  the  Federal  reserve  board  to  open  branches  imfor- 
eign  countries. 

This  privilege  will  be  of  advantage  to  and  will  be  appreciated  by 
some  of  the  largest  banks  in  the  principal  financial  centers. 


Newark,  N.  J.,  July  18,  1913. 

Hon.  Robert  L.  Owen, 

United  States  Senate,  Washington,  D.  C. 

Dear  Sir:  I have  had  occasion  in  the  last  few  weeks  to  talk  to  a 
considerable  number  of  officers  of  State  banks  and  trust  companies  in 
this  vicinity,  most  of  them  officers  of  small  institutions.  It  seems  to 
be  the  unanimous  feeling  among  those  I have  spoken  to  that  there 
would  be  no  incentive  to  them  to  join  the  national  reserve  bank  of 
their  locality.  They  say  that  they  see  nothing  to  prevent  them  from 
acting  under  their  present  charter  until  such  time  as  they  are  in  need 
of  assistance  from  the  national  reserve  bank,  and  then  they  could 
become  a stockholder  in  that  bank  and  receive  all  the  benefits  just 
as  though  they  had  been  a member  from  the  beginning.  Some  of 
them  further  take  the  position  that  when  the  need  for  assistance  had 
passed  they  could  withdraw  as  stockliolders  and  resume  business 
as  previously.  Several  officers  of  small  national  banks  have  also 
stated  to  me  that  they  would  at  once  change  into  trust  companies, 
outlining  their  reasons  as  above,  and  also  that  the  trust-company 
charter  was  much  more  advantageous  to  them  for  their  business. 

If  the  new  bill  is  to  work  out  successfully,  it  seems  to  me  essential 
that  all  of  the  present  national  banks  and  a large  number  of  State 
banks  should  be  attracted  into  the  new  system,  and  I do  not  think 
that  this  will  be  the  case  unless  the  national-bank  charters  are  con- 
siderably broadened  and  the  system  made  as  attractive  as  the  best 
State-bank  systems. 

My  suggestion  to  this  end  would  be  to  incorporate  in  the  bill  a pro- 
vision giving  to  national  banks,  under  proper  laws  and  close  supervi- 
sion, practically  the  same  powers  as  those  enjoyed  by  trust  companies 
in  such  States  as  New  Jersey. 

I think  there  should  also  be  some  provision  which  would  prevent  a 
State  bank  joining  at  the  eleventh  hour  in  the  time  of  trouble,  and 
also  preventing  them  from  withdrawing  as  soon  as  the  necessity  for 
assistance  ceased. 

Respectfully,  yours,  W.  M.  Van  Deusen, 

Cashier  National  Newarh  BanJcing  Co. 
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Resolutions  Adopted  by  the  Kings  County  Democratic  Club 
Approving  President  Wilson’s  Currency  Bill  and  Urging 
Its  Prompt  Passage  by  Congress. 

Whereas  the  vast  commerce  and  industry  of  this  country,  as  well  as 
its  general  prosperity,  has  been  and  is  liable  to  be  jeopardized  by 
the  inelasticity  of  its  currency,  which  inelasticity  in  times  of  finan- 
. cial  stress  has  served  to  destroy  confidence,  to  drive  money  into 
hiding,  and  to  produce  financial  panics  which  have  caused  wide- 
spread disaster,  bankruptcy,  and  ruin;  and 
Whereas  it  is  the  plain  duty  of  Congress  to  promptly  enact  safe  and 
flexible  currency  laws  which  will  not  only  stimulate  industry  but 
will  maintain  confidence,  prevent  a contraction  of  the  currency, 
and  thereby  make  a recurrence  of  panics  impossible;  and 
Whereas  President  Wilson,  as  heir  of  the  experience  of  the  ages, 
endowed  as  he  is  with  the  rare  combination  of  statesmanship, 
courage,  and  caution,  and  realizing  the  urgent  necessity  for  well- 
considered  but  prompt  action,  and  grasping  the  situation  with  a 
clear  head  and  a sympathetic  heart  has,  with  the  aid  of  wise 
counsellors,  drafted  a safe  and  elastic  currency  bill,  winch  has  been 
introduced  into  Congress  and  which,  if  enacted,  in  the  very  nature 
of  things  will  serve  to  prevent  a recurrence  of  panics:  Now,  there- 
fore be  it 

Resolved  hy  the  Kings  County  Democratic  Club  {representing  as  it  does 
over  5,000  voters  in  the  city  of  Seattle  and  county  of  Kings),  That  we 
enthusiastically  approve  of  President  Wilson’s  currency  bill,  and 
respectfully  urge  the  Members  of  Congress  generally,  arTd  our  Senators 
and  Representatives  in  particular,  to  support  the  bill,  and  to  use  all 
honorable  means  in  their  power  to  secure  its  passage  at  the  present 
extra  session  of  Congress. 

Resolved  further.  That  a copy  of  these  resolutions  be  forwarded  to 
President  Wilson,  to  the  chairman  of  the  Banking  and  Currency  Com- 
mittees of  the  Senate  and  House  of  Representatives,  respectively, 
and  to  the  Senators  and  Representatives  in  Congress  from  this  State. 
Dated  at  Seattle,  Wash.,  July  5,  1913. 


The  following  letter  was  referred  to  the  committee  by  Senator 
M.  E.  Clapp: 

Long  Prairie,  Minn.,  July  18,  1913. 
Dear  Sir  : At  your  request  of  yesterday,  T am  giving  my  views  on 
the  proposed  Federal  reserve  act. 

Section  2 : I think  the  reserve  cities  should  be  selected  and  the  dis- 
^ tricts  formed  so  as  to  conform  to  the  present  established  business  re- 
lations  as  nearly  as  possible.  The  reserve-bank  organization  com- 
L mittee  should  be  fully  advised  as  to  the  views  of  the  bankers  on  this 
[ point. 

Section  4 : It  would  seem  that  in  the  selection  of  directors  as  pro- 
vided in  this  section  each  bank  has  a vote,  the  amount  of  capital 
represented  by  each  bank  not  being  taken  into  consideration.  As  a 
banker  interested  in  small  banks  I do  not  object  to  this  arrangement, 
but  it  is  not  in  harmony  with  the  usual  management  of  banks  or  cor- 
porations of  any  kind.  I do  not  see  any  reason  for  selecting  the 
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chairman  of  the  board  of  directors  from  Group  C.  He  ought  to  be 
selected  from  Group  A,  and  I believe  should  be  elected  by  the  board 
of  directors,  subject  to  the  approval  of  the  Federal  reserve  board. 

Section  7 : I do  not  believe  this  section  provides  for  an  equitable 
distribution  of  the  earnings  of  the  reserve  banks.  I do  not  think 
the  act  should  designate  5 per  cent,  or  any  other  definite  sum,  as 
the  dividends  payable  to  the  member  banks,  but  I think  the  member 
banks  should  have  a definite  share  of  the  net  earnings  of  the  reserve 
banks,  whatever  that  may  be.  The  hearty  cooperation  of  the  mem- 
ber banks  is  necessary  to  the  success  of  this  new  banking  act,  and  I 
believe  the  best  way  to  secure  such  cooperation  is  to  have  them  share 
in  the  prosperity  of  the  Federal  banks,  if  they  should  prove  to  be 
prosperous  institutions.  The  Federal  reserve  banks  pay  no  taxes,  but 
the  member  banks  do  pay  taxes,  not  only  on  the  capital  they  will 
employ  in  their  own  business  but  also  on  the  capital  they  subscribe 
to  the  Federal  banks;  and  if  the  dividends  are  placed  at  5 per  cent, 
it  Avould  leave  very  little  profit  for  some  banks  after  paying  taxes. 
I have  a bank  at  Eagle  Bend,  where  the  tax  levy  is  54.6  mills;  at 
Staples  it  is  77.5  mills.  Banks  at  these  points  are  assessed  at  50  per 
cent  of  their  capital,  surplus,  and  undivided  profits.  After  paying 
these  taxes,  a 5 per  cent  dividend  would  look  like  a small  income  on 
banking  capital. 

Section  9.  This  section  appears  to  make  it  possible  for  banks  or- 
ganized under  State  laws  to  join  the  association.  I think  it  will  be 
readily  seen  that  a bank  could  not  operate  under  both  State  and  Fed- 
eral laws  at  the  same  time.  There  would  be  many  points  at  which 
the  laws  would  conflict,  and  so  far  as  supervision  is  exercised  by 
the  superintendent  of  banks  of  the  State  and  Comptroller  of  the 
Currency  of  the  United  States  it  would  probably  be  confusing  to 
the  bank  and  difficult  to  follow.  There  would  be  two  sets  of  reports 
and  much  other  detail  that  would  be  duplicated.  The  act  provides 
that  State  banks  would  have  to  be  elligible  to  become  national  banks 
and  would  have  to  comply  with  all  the  provisions  of  the  act,  so  that 
to  all  intents  and  purposes  they  would  become  national  banks  and 
would  necessarily  be  obliged  to  surrender  their  State  charters. 

Section  11.  In  the  formation  of  the  Federal  reserve  board  I think, 
in  addition  to  the  Secretary  of  the  Treasury,  Secretary  of  Agricul- 
ture, and  the  Comptroller  of  the  Currency,  the  Secretary  of  Commerce 
should  be  made  a member.  The  other  three  members  ought  to  be 
bankers  and  should  be  elected  by  the  board  of  directors  of  the  12 
Federal  reserve  banks.  I think  convincing  arguments  can  be  pre- 
sented to  Congress  to  show  that  the  banks  of  the  country  which  fur- 
nish all  the  capital  used  in  the  Federal  reserve  banks  ought  to  par- 
ticipate in  naming  at  least  three  of  the  seven  members  of  the  Federal 
reserve  board.  The  directors  of  the  Federal  reserve  banks  would  be 
well  qualified  to  elect  the  three  bankers  on  this  board,  and  the  relation 
that  will  exist  between  the  Federal  reserve  banks  and  this  board 
presents  many  reasons  why  it  should  have  something  to  say  in  the 
selection  of  its  members. 

This  section  seems  to  give  the  Secretary  of  the  Treasury  and  the 
Comptroller  of  the  Currency  a great  deal  of  power  independent  of 
the  board  itself.  I do  not  think  this  wise,  and  would  favor  having 
them  act  under  the  authority  of  the  board,  and  whatever  they  did  be 
subject  to  the  approval  of  the  board. 
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Section  13 : I think  the  limit  of  45  days  on  paper  offered  for 
discount  should  be  extended  to  6 months.  Perhaps  a shorter  time 
would  do  in  commercial  transactions  of  a large  character,  but  agri- 
cultural communities  would  not  be  likely  to  offer  any  short-time 
paper.  Such  communities  have  about  two  pay  days  a year,  and  it 
would  be  necessary  to  accept  paper  running  not  to  exceed  6 months 
in  order  to  accommodate  their  needs.  This  section  would  seem  to 
suggest  that  paper  used  for  speculative  purposes  could  be  discounted 
if  it  were  running  four  months,  while  strictly  business  paper  is  lin> 
ited  to  45  days.  The  limitation  provided  in  lines  18  to  21,  page  20, 
of  the  bill  would  seem  to  be  unnecessarily  severe.  Banks  with  large 
deposits  and  small  capital  would  get  little  relief  in  time  of  trouble  if 
they  were  not  permitted  to  rediscount  an  amount  in  excess  of  one-half 
of  their  capital.  In  this  regard,  I believe  that  notes  secured  by 
“ warehouse  receipts  ” under  the  usual  rules  and  restrictions  should 
not  be  counted  in  determining  the  limit  on  the  amount  any  one  bank 
could  rediscount. 

Section  15  would  seem  to  give  the  Federal  reserve  banks  a right 
to  enter  into  competition  with  member  banks  in  the  ordinary  business 
of  banking.  This,  I do  not  think  should  be  permitted,  especially  if 
the  dividends  to  member  banks  are  to  be  limited  to  5 per  cent. 

Section  16 : This  section  provides  that  Federal  reserve  banks  pay 
I interest  on  Government  deposits,  but  shall  not  pay  interest  on  the 
deposits  of  member  banks.  This,  I believe,  is  unbusinesslike,  and 
unfair  to  the  member  banks.  At  present,  the  banks  get  2 per  cent 
interest  on  their  balances  carried  in  reserve  banks,  and  for  them  to 
lose  this  interest  would  be  a serious  matter.  As  the  Government 
contributes  no  part  of  the  capital,  but  does  share  in  the  earnings, 
there  is  a stronger  reason  for  not  paying  interest  on  Government 
deposits  than  can  be  urged  for  not  paying  interest  on  the  deposits 
of  member  banks. 

Section  17:  The  conditions  upon  which  Federal  reserve  Treasury 
notes  may  be  gotten  into  circulation  appears  to  be  hard,  and  I am 
forced  to  the  conclusion  that  the  framers  of  the  bill  do  not  expect 
them  to  circulate  except  in  time  of  panic.  My  judgment  is  that 
they  ought  to  be  obtainable  on  such  terms  as  will  enable  banks  to 
get  them  when  they  can  use  them  at  a profit.  The  provisions  for 
securing  these  notes  are  excessive.  The  collateral  security  put  up 
and  the  lawful  money  reserve  carried  against  them  should  be  suf- 
ficient, without  making  them  a first  lien  on  the  resources  of  the  bank. 
Lines  1 to  7,  page  27,  of  the  bill  appear  to  prohibit  all  changes  for 
exchange.  I do  not  think  this  wise  or  necessary.  Perhaps  no 
exchange  ought  to  be  charged  on  transactions  between  the  Federal 
reserve  banks,  but  customers  of  member  banks  should  pay  cost  of 
exchange. 

Section  20 : I believe  the  bonds  that  are  held  to  secure  the  present 
national-bank  circulation  should  be  paid  by  the  Government  as 
rapidly  as  the  circulation  is  retired.  A very  simple  and,  it  seems  to 
me,  a satisfactory  way  of  handling  this  matter  would  be  for  the 
Government  to  take  over  the  bonds  and  retire  the  currency,  as  the 
amount  of  currency  to  be  retired  and  the  amount  of  bonds  held  to 
secure  it  are  equal.  This  would  relieve  the  issuing  banks  of  any 
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trouble  or  responsibility  in  retiring  their  currency  and  would  not  be 
a hardship  on  the  Government.  Many  of  the  banks  paid  a premium 
on  the  bonds  they  are  now  holding  and  did  it  with  the  understanding 
that  these  bonds  had  value  because  they  could  be  used  to  secure  circu- 
lation, and  it  would  be  unfair  for  the  Government  to  deprive  these 
bonds  of  that  value  and  leave  the  banks  to  pocket  the  loss.  Increas- 
ing the  rate  of  interest  on  the  bonds  is  not  sufficient.  What  the 
Government  is  in  honor  bound  to  do  is  to  pay  these  bonds  when  the 
currency  is  retired. 

Section  24 : The  provision  referring  to  bank  examinations,  which 
states  that  no  two  successive  examinations  of  any  association  shall  be 
made  by  the  same  examiner,  is  made,  it  seems  to  me,  upon  a wrong 
theory  entirely.  An  examiner  should  examine  the  same  bank  at 
least  three  or  four  times  to  become  familiar  with  its  matters  and 
especially  with  the  value  of  its  loans. 

Section  26 : This  section  seems  to  change  the  liability  of  stock- 
holders on  stock  that  has  been  assigned,  from  1 year  to  GO  days.  I 
believe  this  is  a mistake,  and  while  the  limit  of  1 year  may  be  too 
long,  GO  days  is  entirely  too  short.  Stockholders  should  not  be  per- 
mitted to  get  out  from  under  a badly  managed  bank  and  be  free  from 
liability  in  60  days  after  they  transfer  their  stock. 

Section  27 : This  seems  to  provide  that  banks  may  make  farm 
loans,  but  the  limit  of  time  to  9 months  really  defeats  the  purpose 
of  the  section.  Custom  has  made  the  term  of  farm  loans  5 years, 
and  it  would  be  impossible  for  the  banks  to  do  any  business  of  this 
kind  if  their  loans  were  limited  to  9 months’  time.  The  expense 
of  placing  a farm  loan  is  considerable — abstracts  of  title  to  property 
must  be  had,  passed  upon  by  an  attorney,  there  is  a registry  tax  on 
mortgages,  recording  fees,  commissions  to  agents,  and  other  expenses 
incident  to  placing  the  loan — which  would  be  excessive  for  so  short 
a time. 

Of  course  I have  not  undertaken  to  make  an  exhaustive  criticism 
of  the  bill,  but  have  tried  to  point  out  a few  objections  to  it  that 
appear  to  me  to  be  important  and  that  possibly  could  be  remedied 
by  united  action  of  the  bankers. 

Yours,  truly,  Wm.  E.  Lee, 

Cashier^  Bank  of  Long  Prairie^  Minn. 


Bristow,  Okla.,  July  ^7,  1913. 

Hon.  Kobt.  L.  Owen, 

The  Senate.^  W ashing  ton  I).  C . 

Dear  Sir  : I am  taking  the  liberty  of  writing  you  in  regard  to  the 
Owen-Glass  Federal  Keserve  Act.  I trust  you  will  pardon  my  pre- 
sumption in  writing  you  and  calling  attention  to  some  of  the  pro- 
visions which,  as  I see  them,  are  inimical  to  the  country  banker. 
If  my  letter  is  longer  than  it  should  be,  it  is  because  I see  no  way  to 
be  more  briei  and  cover  the  points  that  appeal  to  me. 

The  provision  that  20  per  cent  of  the  bank’s  capital  must  be  taken 
by  the  bank  and  invested  in  the  stock  of  the  regional  reserve  bank 
at  a maximum  return  of  5 per  cent  per  annum  means  a detriment  to 
die  bank  in  the  way  of  profits,  as  these  funds  could  be  used  locally 
to  better  results.  I am  speaking  now — and  at  all  times  to  be  con- 
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sidered  as  referring  to  the  bill  from  the  standpoint  of  the  country 
banker,  as  all  Oklahoma  bankers  are.  But  what  is  worse,  it  means 
withdrawing  one-fifth  of  the  capital  of  all  of  the  national  banks  of 
our  State,  thus  taking  that  much  capital  away  from  use  in  the  State, 
where  it  is  very  badly  needed,  and  placing  it  in  the  reserve  center, 
where  it  will  do  the  community  of  the  local  bank  but  little  good. 
It  is,  as  you  know,  a struggle  for  the  smaller  national  banks  in  Okla- 
homa to  supply  the  legitimate  demands  for  funds — a demand  that 
comes  from  our  farmers,  merchants,  and  from  other  lines  of  business, 
and  a demand  that  it  is  necessary  to  supply  in  order  that  the  devel- 
opment of  the  State  be  not  retarded.  To  take  one-fifth  of  the  capital 
of  the  national  banks  of  the  State  away  from  the  State’s  development 
would  work  a hardship. 

Another  provision  that  is  inimical  to  the  banks  of  the  State  and 
which  will  work  a hardship  on  the  borrowing  public  is  that  which 
requires  that  5 per  cent  of  the  demand  deposits  of  the  bank  must  be 
deposited  with  the  regional  reserve  bank,  and  such  a provision  that 
in  practice  requires  10  per  cent  of  the  demand  deposits  to  be  so  kept. 
I refer  to  that  provision  which  provides  that  of  the  15  per  cent 
reserve  required  by  law  to  be  held  5 per  cent  must  be  held  in  cash  in 
the  bank’s  vaults,  5 per  cent  must  be  deposited  with  the  regional  re- 
serve bank,  and  the  remainder  5 per  cent  either  in  cash  or  in  the 
regional  reserve  bank.  In  practice  this  will  mean  that  10  per  cent 
of  the  demand  deposits  of  the  local  bank  will  be  deposited  with  the 
regional  reserve  bank.  As  no  interest  is  to  be  paid  on  this,  it  means 
a direct  loss  on  the  depositing  bank  of  the  interest  that  the  ordinary 
correspondent  will  pay.  This  is  small,  but  the  greatest  losswvill  be 
in  the  line  of  credit  the  country  bank  has  had  with  its  correspond^jiit. 
It  has  become  a fixed  custom  among  the  country  banks  in  Okla- 
homa to  borrow  funds  from  their  corespondents  during  the  summer 
months,  when  deposits  are  lowest  and  loans  highest.  This  demand 
has  so  well  become  established  that  the  custom  of  borrowing  is  not 
looked  upon  as  a sign  of  distress  or  of  close  times,  but,  on  the  other 
hand,  is  expected  by  the  city  correspondent.  Now  the  amount  of  the 
local  bank’s  line  of  credit  is  determined  by  the  balances  that  it  has 
held  with  its  correspondent;  that  is,  of  course  presuming  that  its 
relations  with  its  correspondent  are  such  as  to /inspire  confidence. 
The  withdrawal  of  10  per  cent  of  the  bank’s  demand  deposits  from 
the  balances  formerly  held  with  the  correspondent  bank  Avould  so 
reduce  the  balance  as  to  destroy  to  a great  extent  the  very  basis  for 
this  credit.  This,  of  course,  in  its  last  analysis  goes  back  to  the 
ability  of  the  local  country  bank  to  supply  its  community  Avith  funds. 
Its  credit  cut  off,  is  immediately  reflected  upon  its  customers. 

The  advocates  of  the  bill  will  probably  reply  to  this  objection  that 
the  country  bank  can  borroAV  from  the  regional  reserve  bank.  But 
the  custom  of  borrowing  is  so  Avell  established  that,  as  stated  above, 
it  is  expected  and  is  not  looked  upon  as  a sign  of  distress.  Transfer 
this  business  to  the  governmental  banks,  run  along  governmental 
lines,  with  more  or  less  of  politics  mixed  up  in  its  management,  and 
the  usual  red  tape  attending  Government  affairs,  and  it  Avill  not 
practicable  for  the  country  banks  to  borrow.  Most  of  their  securi- 
ties are  chattel  mortgage  secured  loans  and  Avould  hardly  be  accept- 
able as  collateral.  In  my  judgment,  under  this  plan  the  country 
bank  Avill  continue  to  do  its  borrowing  from  its  city  correspondent 
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and  its  line  of  credit  will  be  reduced  by  tbe  amount  of  funds  that  it 
finds  it  is  compelled  to  withdraw  from  its  correspondent  and  place 
with  the  regional  reserve  bank. 

Another  very  undesirable  feature  of  the  bill  is  the  requirement  that 
the  local  bank  make  such  deposit  as  I have  mentioned  above  with 
the  regional  reserve  bank,  with  no  provision  for  the  protection 
against  loss  in  event  of  failure  of  the  regional  reserve  bank.  The 
regional  reserve  bank  is  managed  by  nine  directors,  of  whom  less 
than  a majority  are  bankers,  and  of  the  entire  nine  no  one  would 
have  a very  strong  personal  interest  in  the  success  of  the  bank.  Its- 
operations  are  A^ery  similar  to  an  ordinary  commercial  bank  at  pres- 
ent. It  loans  on  secur  ties,  goes  into  the  open  market  for  commercial 
]Aaper,  and  seeks  other  inA^estments  in  the  same  manner.  It  therefore 
would  seem  to  liaA^e  the  same  risks  attending  its  success  that  noAV  at- 
tend any  ordinary  bank  in  the  same  city.  And  it  .Avould  have  the 
same  liability  of  failure.  If  it  did  fail  the  Government  Avould  be  in 
the  ridiculous  position  of  haAung  forced  the  local  banks  to  deposit 
their  funds  in  the  regional  reserve  bank,  and  making  no  proAusion  to 
protect  the  funds  so  deposited.  If  the  depositing  of  these  funds 
Avere  optional,  then  the  local  bank  could  protect  itself  as  it  does  now, 
by  being  Avide  aAvake  and  not  getting  caught  in  a failure.  But  if  Ave 
are  forced  to  make  the  deposits,  and  not  permitted  to  AvithdraAV  them,, 
then  the  depositor  should  be  protected  by  Federal  guaranty. 

I have  Avritten  more  than  I intended.  I trust  you  Avill  consider  the 
j^oints  raised,  and  if  they  appeal  to  you  as  having  any  merit  in  them,, 
such  changes  should  be  made  as  will  correct  the  points  mentioned.  In 


toAvn. 


With  best  personal  regards,  I am. 
Yours,  very  truly, 


N.  T.  Gilbert,  Banker. 


